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Introduction: The many Challenges of Chinese Labor Relations

Christoph Scherrer

China has become the manufacturing hub of the world. While mediated by currencies and
other State policies, globalization ensures that industrial workers around the globe are
affected by Chinese labor relations. But its impact is not only via direct competition. The
example of the USA teaches us that the state of labor relations in an important location
influences multinational corporations’ expectation of their workforces around the world.
The successes of union avoidance and anti-union campaigns have emboldened U.S.
corporations to export these strategies to their foreign locations. Thus, another channel is
the expectations multinational corporations harbor vis-a-vis their workforces around the
world on the basis of their experiences in China. These reasons should suffice for workers,
wherever they are, to be interested in the evolution of labor relations in the Peoples
Republic of China. Observing Shenzhen will teach scholars of labor relations more about
the future of these relations in general than in Wolfsburg, pace German industrial
sociologists.

China differs from previous manufacturing hubs in many respects. Unlike Manchester in
the middle of the 19" century, the communist vision is in chronological terms not ahead
but behind today’s Chinese working class. After three decades of enforcing a command
economy inspired by communist ideology, China has been moving towards a capitalist
economy ever since the economic reforms of 1978. This move, although organized by a
dictatorial party-state, seems to enjoy broad-based consensus among the Chinese
population. While there is wide spread dissatisfaction with many of the phenomena
associated with marketization, few Chinese seem to want to return to Maoist practices
(The Star 2011). In contrast to Detroit, the “arsenal of democracy” in the middle of the 20"
century, Chinese workers’ militancy has not yet been channeled into collective bargaining;
it is politically suppressed and remains fragmented.

Nevertheless, China’s workforce shares an important aspect with the previous workshops
of the world. Especially in the rapidly expanding industrial belt in Southern China, peasants
have quickly become industrial workers. However, unlike in most other countries, the
peasants are not coming from broken feudal ties and nor are they pushed out by corporate
cash crop farming, but from state regulated communal farming (see the contributions of
Sum and Pan/Wang in this book).

In sum, these differences should caution against historical generalizations a la Beverly
Silver which assume recurring workers’ uprisings (Silver 2003, for a more detailed critique
see, the contributions of Hui and Wenten). Or positively stated, they should inspire
research about the challenges that current Chinese labor relations pose for those being
part of these relations: the workers, the corporations, the official trade union confederation
as well as the heavily involved Chinese government on various levels of the political
system. The contributions to this volume also speak of the challenges for academia in
terms of data and field access as well as concerning how to classify the fragmented,
dynamic system of labor relations (see, esp. Lithje, Hui, Zhang).

Chinese workers, of course, suffer foremost from the current state of labor relations. For a
majority of these workers, it is a system of super-exploitation marked by wage increases
that trail productivity increases by a wide margin (see, the contribution of Herr) and which
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leaves many exposed to hazardous working conditions and social insecurity. Their
challenge rests in the task of strengthening their bargaining position while independent
collective action is mostly curtailed or even forcefully suppressed (see, the contributions
esp. of Hui and Wenten as well as the interviews).

While on the whole, corporations benefit from super-exploitation, the legitimacy of their
business model has increasingly come under public scrutiny, not only in the West but also
in China. They have responded with Corporate Social Responsibility initiatives that look
great on paper but have little impact on the shop floor (see, the contributions esp. of
Chahoud, Weikert).

The All China Federation of Trade Unions (ACFTU) faces the challenge of transforming
itself from being a workplace based social welfare agency to becoming a representative
body for workers without calling into question the rule of the party-state (see, the
contributions of Luo and the interviews with Weiguang, Wong and Leung). While the
challenge to unions around the world concerning the issue of how to deal with the party-
state-controlled trade union federation ACFTU will not be explicitly addressed, hopefully
the book will help trade unionists around the world in their quest to find answers to this
question.

Finally, the current extremely asymmetric power relations in the workplaces are also a
challenge to the governing Communist Party which has yet to change its name. It
struggles with the question of how to contain labor unrest emanating from this situation
which calls into question its legitimacy and may ultimately threaten its hold on power (see,
the contributions esp. of Luo, Zenglein; Sum).

While the contributions to this book reflect their authors’ various theoretical perspectives
and concrete experiences, they share the view that the Chinese party-state takes the
protest against social inequality very seriously. It has enacted many laws aimed at
mitigating inequality and channeling dissatisfaction into safe channels, but implementation
of these laws lags behind. More importantly, these laws do not include the right to freedom
of association. Without this right, super-exploitation will stay and the system of labor
relations will remain prone to eruptive forms of protest. The resulting widening wage gap
threatens future growth.

Structure of the book

The book is divided into four parts. The first part, titled “The Basic Setting”, sets the stage
for the ensuing case studies by providing an overview of the economic context of Chinese
labor relations, of the transformation of class-relations, the evolution of labor law, and
government policies intended to set a wage floor.

Hansjérg Herr’s contribution titled “Perspectives on High Growth and Rising Inequality”
provides extensive data on China’s high growth path and the accompanying trend of rising
inequality. For the neoclassical mainstream the unequal income distribution is the driving
force behind China’s high growth rate because the wealthy segment of the population’s
higher savings rate is supposedly stimulating investment. Herr rejects this reasoning. He
explains in detail the short-comings of this theory and its more elaborate cousin the so-
called New Growth Theory. In their place, he drafts a Schumpeterian-Keynesian
development model and applies it to China. His main conclusion is that growth has been
fueled by a politically induced credit expansion and that investments were driven by a
dynamic domestic and foreign-owned private sector. External protection was secured by
strict capital controls and central bank interventions to prevent current account deficits. In
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contrast to the neoclassical claim, Herr identifies the extremely unequal income distribution
as a threat to further economic development because it not only undermines social
cohesion but also domestic consumption demand.

In “Restructuring Class-Relations since 1978”, Frido Wenten similarly challenges
mainstream assumptions about causality in China’s development since 1978. While for
mainstream sociology, changes in social stratification reflect economic trends, Wenten
argues, in his historical materialist account of the last thirty years, that the extreme social
stratification was a product of the State led gradual commaodification of urban labor and the
semi-proletarianization of the peasantry. This process developed in stages, in which the
new capitalist class became a major driving force in the creation of a labor market. The
gradual and incomplete process left its mark on the class consciousness of the workers.
As already mentioned above, the domestic migrant workforce which proved so vital for the
low-skilled export strategy in the Coastal Areas had recourse to social protection — at an
admittedly low level — in their rural homes but not in the location where they worked for
wages (because of the hukou-system). This link to the land limited the development of a
working class consciousness despite their experience of super-exploitation in the world
market factories. According to Wenten, the return to the countryside of the second
generation of migrants’ has become less feasible and their “complete” proletarianization
leads to more open protest regarding their working conditions. In response, the State
perceives a need to pacify workers by re-regulating labor relations and developing new
forms of social protection.

A detailed account of the re-regulation of labor relations is given by Sigi Luo in her
contribution “Collective Contracts, but no Collective Bargaining”. She does not just trace
the evolution of the different laws on labor relations, but examines their actual
implementation. While the laws led to the signing of millions of collective contracts in the
last few years, they left hardly any mark on wages and working conditions. The contracts
basically contain only general principles, a fact that Luo ascribes to the lack of involvement
of workers in their drafting. They are signed either by trade union officials on the enterprise
level in order to fulfil quotas stipulated by the union federation or by employers in response
to requests from local labor administrators. The lack of workers’ involvement is intended as
labor laws and regulations avoid strenuously the words "bargaining" or "collective", not to
mention the “right to strike”. While the government wants the ACFTU to pacify workers,
writes Luo, it is unwilling to loosen its control.

Instead of allowing collective bargaining, writes Max J. Zenglein, the government tries to
meet the rising expectation of workers with State mandated minimum wages. His
contribution, “Fragmented Minimum Wage System”, begins by recounting the evolution of
the minimum wage laws, then goes on to explain the methods of setting the minimum
wage and finishes with a look at the actual practice. Zenglein identifies non-transparent
methods of setting minimum wages, great regional disparities, and a widening gap, despite
recent substantial increases in minimum wages in a number of provinces, between
average wages and the minimum wage. While the minimum wage laws and their — though
imperfect — implementation do set a wage floor, they fall short of the government stated
objectives of boosting demand and of reducing social inequalities. Since they keep trailing
average wage increases they have not led, either, to a boost in demand through increases
in wages at the lowest end or to greater income equality in and between provinces.
Nevertheless, Zenglein concludes on a positive note; over the years the minimum wage
regime has been significantly strengthened and further advances can be expected.



Part Il, “Heterogeneous Industrial Relations”, contains a number of contributions that take
a close look at the evolution of labor relations at the level of industries and firms based on
extensive field research. This section begins with a general overview of the heterogeneous
landscape of labor relations, proceeds to detailed accounts of the current situation in two
important industries and ends with two interviews with labor activists; one of them is an
official representative of the ACFTU in Guangzhou, the other are activists from Honk
Kong.

The contribution, “Regimes of Production and Industrial Relations”, of Boy Llithje provides
a compelling classification of the diverse forms of labor relations on the basis of the
concept of “regimes of production”. This concept, pioneered by Michael Burawoy, refers to
the politics in- and outside the factory. Workplace politics are embedded in modes of
production, management systems, work organization, the contractual foundations of
employees’ rights etc. Outside the factory, the extent of a social wage plays a major role in
the bargaining position of workers. On the basis of extensive research on China’s modern
core manufacturing industries, i.e. steel, chemical, auto, electronics and textile and
garment, Lithje distinguishes five regimes of production: State bureaucratic, corporate
bureaucratic, corporate high performance, flexible mass production and low-wage classic.
They differ in the types of workers they employ, the career prospects they offer, and the
relations to trade unions. These differences in Chinese core industries, Lithje states,
contribute to the production and reproduction of inequality among workers. Establishing
socially accepted labor standards for all of China has become increasingly difficult. They
make China’s centralized system of labor relations, embodied in the unified structure of
trade unions and national government policies, look increasingly hollow.

Hao Zhang also takes up Burawoy’s regimes-of-production concept for his contribution
titted “Hegemonic Authoritarianism: The Textile and Garment Industry”. Based on
extensive field work in the coastal areas of China, Zhang characterizes the labor relations
in the textile and garment industry as a mixture of what Burawoy called the hegemonic
regime and rational authoritarianism. Under a hegemonic regime, social insurance
legislation and the recognition of trade unions break the ties binding the workers’ livelihood
to the workplace. This allows for consent over the basic content of the labor contract
despite conflicts over its specificities. The possibility for many migrant workers to switch
jobs or to return to their farmland, rather easily, as well as the relatively comprehensive,
though not sufficiently enforced, work and labor relation laws and directives, are
interpreted by Zhang as fulfilling the minimum requirements of a hegemonic regime. But
since the control of the labor process as well as over hiring-and-firing is in the hands of
management, backed up by government, authoritarianism is at the core of the regime of
production in the textile and garment industry. The resulting exploitation of the mainly
female migrant workers in this industry is, according to Zhang, however, not solely a
product of Chinese labor politics. In great detail, he shows the subordinated integration of
this industry in buyer-driven global production chains. While the buyers call for the respect
of core labor standards, they are not willing to pay for it. As long as this asymmetric power
relation remains, the current hegemonic authoritarianism will not evolve into a truly
hegemonic regime of production.

The successful Chinese Honda workers’ strike in May 2010 came as a surprise for many.
The booming automobile industry, with its comparatively better working conditions, was for
long considered to be exempt from the rising tide of workers’ unrest. In her contribution,
“‘Understanding Labour Activism: The Honda Workers’ Strike”, Elaine Sio-ieng Hui
provides, on the basis of extensive interviews, a concise account of the Honda workers’
strike, and examines the socio-economic and political context from which the strike
4



emerged as well as explaining why it had strong repercussions throughout the industry. In
assessing its implications for Chinese labour relations, Hui contributes to the debate
between Beverly Silver and Lu Zhang over the prospects of the development of strong
trade unions in the Chinese auto industry. She agrees with Zhang that without independent
trade unions this kind of isolated strike cannot be transformed into broad based collective
struggles. Nevertheless, based on the experience of this very strike and its repercussions
throughout the industry she does not want to rule out a “Silver” outcome, i.e. the
emergence of independent trade unions in the struggle over better pay and working
conditions.

The implications of the Honda strike are the very subject of two interviews titled “Insider
Views of Labor Struggles in Southern China” with prominent trade union activists. For the
Chairman of the Guangzhou Federation of Trade Unions, Chen Weiguang, who also
serves as the Vice Chairman of the People's Congress of the City of Guangzhou, the strike
wave in the spring and summer of 2010 proved that the framework of handling disputes
within factories is working. For all the conflicts, negotiated settlements were achieved and
no striking worker was dismissed. He distanced himself from the initial lack of support from
the official trade union vis-a-vis the Honda workers’ grievances. Nevertheless he
articulates a need for reform. Priority is given to the democratization of the selection of
shop floor trade union representatives, though the bottom-up process should be
complemented by top-down supervision to ensure that “responsible people” become
leaders.

Monina Wong and Parry Leung, both from Hong Kong, call in their interview for more
radical steps. Wong is director of the Hong Kong Liaison Office of the international trade
union movement (IHLO) and Leung is chairperson of Students and Scholars Against
Corporate Misbehavior (SACOM). They credit the ACFTU and the government for
fastening the pace of trade union reform, but criticize that the proposed collective
bargaining legislation still does not allow workers to elect their own bargaining
representatives. Trade unions should also break their financial dependence on companies
or the government. Furthermore, the federation is said to monopolize trade union
education at the expense of State-independent agents such as international trade unions
and labour NGOs. Democratic participation, they argue, requires the possibility to engage
with many perspectives.

In Part Il the focus shifts to the Companies in the government proclaimed “Harmonious
Society”. Two contributions deal with the reception of the Corporate Social Responsibility
agenda by the Chinese state and the Chinese firms.

In her contribution, “Policies on Corporate Social Responsibility”, Tatjana Chahoud
interprets the current state of the Chinese Corporate Social Responsibility (CSR) agenda
as a supplementary way of the government to enforce and implement labour rights and
environmental law. It underlines the urgent need for a stricter enforcement of hard law and
regulations. However, the implementation of official CSR guidelines lags far behind the
declarations and a typical component of a Western CSR catalogue, human rights issues,
is excluded. Besides State-led CSR initiatives, non-governmental watchdog activities are
emerging. Focused on environmental matters, they enjoy to some extent, China’s central
government support. Interestingly, not only Chinese firms which are a subordinated part of
global value chains adopt CSR memoranda, but also firms with ambitions of investing
abroad.



Jochen Weikert picks up on this new development in his contribution, “Chinese
Companies’ Response to Corporate Social Responsibility”. Some Chinese global players
are aligning their policies with procedures practiced at Western multi-national corporations.
Others, however, choose a strategy of variance. They pursue a clear-cut alternative for
“good” business conduct to Western standards. Weikert interprets this behavior as a way
of enhancing bargaining power within global value chains and as an expression of the
desire for emancipation from Western prescriptions.

The last part of the book, titled “Commodification of Land”, turns to a seemingly unrelated
topic, the issue of land reform. However, a closer look reveals that the steps towards
making land a tradable commodity are tightly connected to the rise of social inequality. The
first contribution focuses on urban land, the second on rural land.

In her contribution titled “Financial Crisis, Land-Induced Financialization and the
Subalterns in China”, Ngai-Ling Sum argues that the central governments response to the
2007 financial crisis led to the intensification of land-induced financialization, i.e. increasing
debt levels by mortgaging public land. The central government’s stimulus package
requires regional-local authorities to co-fund 70% of that package which they are only able
to do by using land as an instrument for leveraging loans and as a source of revenue. This
reinforces what Sum calls the ‘real estate coalition’ which strives to promote land sales
and property development. The resulting property boom fuels inequality by making the
members of this coalition rich and by displacing those not able to purchase an apartment.
Even the rising middle-class is negatively affected as its members become slaves to their
dreams of owning property. However, as Sum shows, this process does not go
uncontested.

Liu Pan and Wang Rui strike a more positive tone about the improved possibilities of land
transfers in rural areas in their contribution titled “Regulating Land Transfers: Steps
towards Private Ownership”. They analyze how the government tries to meet the demand
for transferring land rights under the still prevailing household contract responsibility
system. This system allocates collective farmlands to households in return for monetary or
in kind payments. Enterprising farmers looking for economies-of-scale in an increasingly
mechanized industry and industrialists in search of new locations, on the demand side,
and migrant workers whose families have been holding rights to till farmland, on the supply
side, already began, during the 1980’s, to swap land rights, however, at the time without
government consent. The demand for this kind of transfer has steadily risen and in 2008 a
new law not only allowed land transfers but also proposed to establish land markets. In the
controversy of whether this leads to the further proletarization and impoverishment of a
majority of the rural population or to higher rural incomes because of more efficient use of
land, Pan and Rui take the latter view.
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Part |I: The Basic Setting
1. Perspectives on High Growth and Rising Inequality

Hansjérg Herr

After the reforms started at the end of the 1970s, China began to realize one of the most
impressive growth performances in modern history. In 1978, two years after Mao Zedong’s
death and the victory of Deng Xiaoping in the inner party struggle, China embarked on a
strategy of gradual reform which was fundamentally different from the shock strategy of
the former Soviet Union. Not only were real Gross Domestic Product (GDP) growth rates
high, but real GDP per capita also increased spectacularly (see Figure 1). From 1980 to
2010 average annual GDP growth was 10%, while real GDP per capita growth was 8.7%.
GDP per capita in 2010 was around 7400 US dollars (CIA 2011). Measured as income of
less than one US dollar per day, poverty in China decreased from 250 million in the 1990s
to substantially below 100 million by the 2000s (ADB 2004). In 2007 it was estimated that
only 1.7% of the Chinese population - mainly in rural areas - had to exist on an income of
less than 1.25 US dollars, compared with 23% in 1995 (ADB 2010: 9).”

Figure 1. Real GDP growth rates and real GDP per capita growth rate in China, 1980-
2010
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There has been a long, controversial, theoretical debate on how to explain GDP growth.
Especially the Keynesian paradigm and the neoclassical paradigm have produced different
answers to this question. Neoclassical economists stress the lack of capital in developing
countries and recommend resource transfers from developed to developing countries. In
addition it is believed that liberalized markets lead to optimal allocation and a spontaneous
development process. Keynesians reject the idea that liberalized markets automatically
trigger development — in fact, the opposite may be the case. They stress the need for

' US-Dollar calculations are PPP based, that means based on a basket of goods.



domestic accumulation and government support of a high investment dynamic in the
productive sector. Also the relationship between GDP growth and income distribution,
especially in developing countries, continues to be a controversial issue. Neoclassical
economists tend to argue that unequal income distribution stimulates savings as a basis of
investment. Keynesians argue that relatively equal income distribution is a precondition for
sufficient domestic demand and income creation. The situation in China lends itself well to
such debates as it combines high GDP growth rates with substantial changes in
distribution. The first part of this chapter is devoted to explaining the traditional
neoclassical growth model and drawing conclusions about its application to China. The
next part concentrates on the so-called New Growth Theory. Both approaches have short-
comings for explaining development in China, which will be discussed. This is followed by
a discussion of development and income distribution. Then a Schumpeterian-Keynesian
development model is sketched and applied to China. Finally, overall conclusions are
drawn.

1.1 Growth in the traditional neoclassical model

The basis of all versions of neoclassical growth models was developed by Robert Solow
(1956 and 1957). He used macroeconomic production functions to show how savings, the
capital stock, population growth, and efficiency gains, affect real output and consumption
per capita. For example, the macroeconomic production function GDP = f(K,L) shows that
gross domestic product (GDP) depends on the physical input of capital goods (K) and
labor input (L). Of course the functional relationship depends on the technology assumed.?
Here, only the important results are presented. First, the only factor which leads to a
permanent increase in GDP per capita is an increase in the efficiency of labor whereas the
latter depends mainly on technological improvements and better qualifications of the
workforce.? Without increasing efficiency, after an adjustment process the economy will fall
into a steady state of zero growth of output per worker and consumption per capita.
Population growth reduces GDP per capita compared to a situation without population
growth. In all cases a higher savings rate increases the growth rate for some time.
However, even with a higher savings rate GDP growth per capita will fall back to zero in
cases of no efficiency increase and when efficiency increases to the growth rate given by
the rate of productivity increases.

The neoclassical growth model allows some rather general interpretations of long-term
development in China. First, part of the high increase of per capita GDP can be explained
by the relatively low population growth in China. Together with the start of the economic
reforms at the end of the 1970s China introduced a family planning model, which in
principle allows only one child per family. Exceptions exist, for example in rural areas or for
minorities. Compared with Brazil, South Africa or India, population growth in China in the
1990s and 2000s was low and dropped to levels comparable with OECD countries (see
Table 1). In a global country comparison, China’s population growth in 2010 was ranked
number 153 from a total of 232 (CIA 2011). In addition, the increase of GDP per capita
depends on the rate of productivity increases. Indeed, China has been increasing
productivity much faster than Brazil, South Africa, India, or any of the OECD countries.
Especially in the 1990s, and even more so in the first decade of the 2000s productivity

2 The formal apparatus of the model is for example presented in (Gartner 2009, Chapter 10).

It is interesting that changes of natural conditions are not mentioned explicitly. If oil or other natural
resources become more difficult to produce or are no longer available, productivity may go down.



increases exploded in China (Table 1). This can help to explain the relatively high growth
rates in China for GDP per capita.

Table 1. Population growth, labor productivity, and public spending for education
and research and development (R&D) in selected countries

Averages in per cent * 1980-89 1990-99 2000-09
Population growth rate 213 1.55 1.21
Broni Labor productivity growth T’ -1.15 1.00 0.85
Public spending on education LE 3.83 4.38 4.34
Public R&D expenditure n.a. 0.72 0.93
Population growth rate 1.44 1.13 0.61
China Labor productivity growth T 4.84 5.60 10.25
Public spending on education 4 2.51 1.88 3.10
Public R&D expenditure ® n.a. 0.66 1.19
Population growth rate 2.47 219 1.39
South Africa Labor productivity growth T -1.20 -1.34 2.87
Public spending on education ° 5.28 6.03 5.30
Public R&D expenditure o n.a. 0.60 0.85
Population growth rate 2.14 1.82 1.45
India Labor productivity growth u 3.01 3.75 4.64
Public spending on education 6 3.03 4.04 3.58
Public R&D expenditure n.a. 0.70 0.76
Population growth rate 0.08 0.41 -0.03
Germany Labor productivity growth 2 n.a. 1.67 0.89
Public spending on education " n.a. 4.52 4.55
Public R&D expenditure n.a. 2.27 2.50
Population growth rate 0.79 0.81 0.69
OECD Labor productivity growth ' n.a. 1.84 1.44
members Public spending on education " 5.17 4.73 5.21
Public R&D expenditure n.a. 2.26 2.37

* Averages of labor productivity growth, public spending on education, R&D expenditure in per cent of GDP.

T GDP per person employed (constant 1990 PPP $), change to the previous year.

' Time period 1981-1989.

2 GDP at 2000 market prices per person employed (change to the previous year) for the time period 1981-
1989. Data for 1981-1989 only for West Germany. Periods 1992-1999 and 2000-2009 GDP per person
employed (constant 1990 PPP $), change to the previous year.

® Data for 1980, 1985, 1989 / 1998, 1999 / 2000-02, 2004-07. * Data for 1980, 1985 / 1998, 1999 / 2000-03.

®Data for 1987, 1989 / 1999 / 2000-08. ® Data for 1980, 1985 / 1998, 1999 / 2000-06.
" Data for 1996, 2000-06. ® Data for 1997. ° Data for 2001, 2003-06.
1% Data for 1998, 1999 / 2000-06. " Data for 1980, 1985 / 1998, 1999 / 2000-07.

Source: World Bank (2011), Ameco (2011), OECD (2006).



At least until the steady state is realized, the Solow model predicts high growth rates in
developing countries and a convergence of the living standard in all countries around the
world. However, this is not the case. The model is a rather “poor predictor” (Nafziger
2006:154), especially for growth rates in developing countries. The neoclassical growth
model can be augmented by other variables to produce better results. Robert Lucas
(1988), for example, added a coefficient to the production function, which expresses
human capital. Mankiw/Romer/Weil (1992) made human capital a separate production
factor in addition to capital and labor. They measured human capital in the form of the
education level of the working population.* Of course many more factors can be added as
variables to the macroeconomic production function. Actually, in a survey of empirical
studies, Durlauf/Quah (1998) found 87 different explanatory variables to explain growth.
For most variables there are studies which stress their importance vis-a-vis all other
possible factors and other studies which indicate that the same variable does not explain
anything.

1.2 The New Growth Theory

A different approach is followed by the so-called New Growth Theory (also called
endogenous growth theory). Here the exogenous character of productivity increases in the
Solow model is criticized. Especially Paul Romer (1986, 1992, and 1994) stresses the role
of knowledge in growth models (for an overview cp. Cortright 2001). The key argument is
that in comparison to normal private goods, knowledge is a public good and can therefore
be used without rivalry by many individuals and firms. Only patents can prevent knowledge
from flowing freely across economies or even the globe. Knowledge does not suffer from
the characteristics of decreasing returns. Knowledge, rather, has the characteristics of
increasing returns. Joseph Schumpeter (1911, 1942) is understandably one of the heroes
of the knowledge approach. Many years before Karl Marx (1867: Chap. 12) had celebrated
the capitalist machine as the means to improve the productive powers of economies, Marx
and Schumpeter had stressed that firms chase quasi-rents (extra profits) by using new
technologies, creating new products, reorganizing production, etc.. This process is
characterized by creative destruction, including the demise of firms or whole industries,
and the rise of new producers. Along with the process of creative destruction, equilibrium
is a transitory state. Economic development becomes path dependent. It also depends on
institutions beyond the narrow economic sphere. There is no justification for a stable
steady state, as deduced from the original Solow model.

Both the augmented Solow approaches, and the New Growth Theory, conclude that
productivity development is not sufficiently produced by the private sector. In the case of
knowledge production, the private rate of return is much lower than the social return of
knowledge or it implies positive external effects, which cannot be internalized sufficiently
by private producers. A key consequence is that governments can stimulate growth by
spending money on education and research. In the long run, both will increase knowledge
production and growth rates.

To explain the relatively quick development of productivity in China, a bundle of factors
seems to be important. First, in spite of the gradual transformation process in China, as
early as the 1980s the market process in the goods market began to stimulate competition

Lucas defined the production function as GDP = f(K,u-h-L) with u as proportion of total working time
spent and h as a stock of human capital. Mankiw/Romer/Weil use GDP = (K, L, H) as the production
function with H as human capital.
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between firms, and in this way, productivity development as well. The capitalist productivity
machine was, so to speak, ‘fired up’ when reforms started. Privatization in China first
started in the 1990s and up until today most of the big domestically-owned companies are
still state-owned. But state-owned enterprises have also had to compete against each
other and against the growing private sector of mostly small- and medium-sized
companies. The gradual dismantling of trade restrictions has had a similar effect.
However, trade opening has been slow. China joined the WTO in 2001 but it would be
wrong to assume that all trade barriers (for example, non-tariff barriers) then disappeared.5

Second, for a developing country with a low income per capita, China has invested a great
deal in education and research. Public expenditure for education used to be relatively low
in China compared with India, South Africa, Brazil, and OECD countries (Table 1).
However, in the first decade of the 2000s China very much improved in this indicator and it
is expected to reach 4% of GDP in 2012 (China Daily 2010). Also, many Chinese students
study in foreign countries and some highly qualified Chinese living abroad have returned to
China. Public research and development expenditures were not especially high in the
1980s and 1990s in China, but later became the highest out of the four non-OECD
countries shown in Table 1. It is worth mentioning here, that public research and
development expenditures in the US are high, whereas Germany exhibits a poor
performance in this indicator. However, caution is advisable in this context. Countries like
Cuba, Uzbekistan, Kiribati, or Lesotho sometimes spend much more than 9% of GDP on
public education but do not belong to the most dynamic countries in the world (CIA 2011).
Knowledge production is a complicated process. Solow (1994: 52) reminds us that “the
‘production’ of new technology may not be simply a matter of inputs and outputs.” In the
end, it is not possible to measure the effect of the different variables of knowledge
production.

Third, China realized high net inflows of foreign direct investment (FDI) (Figure 2). This not
only increased competition in the Chinese goods market, FDI also became a valuable
source of knowledge import. In the 1980s FDI was small, but jumped to high levels in the
early 1990s, following a programmatic speech by Deng Xiaoping, in an attempt to open the
country further; in particular, the South China region. In the early 1990s net FDI inflows
reached almost 14% of gross capital formation and around 6% of GDP. Until the sub-prime
crisis, which hit the world in 2007, net FDI inflows remained high in absolute terms, but
dropped as a percentage of GDP and gross capital formation. Since 2000 China has
pursued moderate FDI outflows mainly by state-owned enterprises. The aim is to secure
natural resource imports (for example in Africa) and to access technology and export
channels. But caution is advisable when interpreting these FDI flows. Some FDI only
changes ownership and does not increase capital formation in any way whatsoever.
However, such pure mergers and acquisitions, which are dominant in developed countries,
do not play much of a role in China. Part of FDI, mainly from neighboring countries, or from
Hong Kong and Taiwan, has been low-tech, using China as an extended workbench for
labor intensive export processing. FDI from multinational companies has been, with

®  Morrison (2011, summary) from the Congressional Research Service writes in a comprehensive report:

“China’s incomplete transition to a free market economy and its use of distortive economic policies have
contributed to growing trade friction with the United States over a number of issues, including China’s
refusal to allow its currency to appreciate to market levels, its mixed record o implementing its World
Trade Organization (WTO) obligations, its relatively poor record on protecting intellectual property rights
(IPR), and its extensive use of industrial policies and discriminatory government procurement policies to
subsidize and protect domestic Chinese firms at the expense of foreign companies.”
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respect to knowledge import, more useful; although foreign companies are quite reluctant
to bring high-technology to developing countries and often prefer to use outdated
technology for production in these countries. Some FDI represents capital flight from
China, which was channeled back to the mainland from Hong Kong or offshore centers.
But all in all, for China, the inflow of FDI has to be seen as a channel for knowledge import
(Herr 2008).

Figure 2. Foreign direct investment (net inflows) in per cent of GDP and in per cent of
gross capital formation in China, 1982-2009
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Source: World Bank (2011).

Fourth, an industrial policy in the tradition of Friedrich List (1885) is also important for
productivity development in China. List recommended infant industry protection from
foreign competition and government support for these industries, in order to develop the
productive forces of a country. Today’s developed countries have all progressed with the
help of infant industry protection via tariffs and other barriers, and support for key
industries by government. None of them accepted patent law and they imported
technology whenever possible (Chang 2003). In the tradition of the East Asian miracle
countries, China also developed in tune with this logic.

Last but not least, high Chinese GDP growth stimulated productivity development. New
knowledge is usually embedded in new investment goods. Especially, vibrant investment
(see below) stimulated knowledge production and quick dissemination. China was able to
follow a path with high GDP growth and high investment. Both led to high productivity
gains which themselves stimulated growth and created a virtuous cycle (this is also
stressed by proponents of the New Growth Theory, Evans/Honkapohja/Romer 1996).

1.3 Inadequateness of the traditional growth model and the New Growth Theory

All growth models based on macroeconomic production functions, suffer a number of
fundamental shortcomings. First, the model presupposes the existence of only one capital
good (or the assumption that capital intensity is the same in all industries). As soon as
many capital goods (industries with different capital intensities) exist, capital can no longer
be measured in physical units, and has to be aggregated in money terms. This has
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devastating consequences for the model. Any change in functional income distribution will
change the structure of prices. Even if physical input and physical output do not change,
the values in the production function will change with every alteration in functional income
distribution. In addition, the new price structure forces profit maximizing firms to choose a
new technology from those already known.® The same capital intensive technology, for
example, may be used when the rate of return on capital is very high, and very low (Sraffa
1960). Paul Samuelson, who after extended debate, still wanted to save the
macroeconomic production functions approach, accepted the “facts of life”:

“Lower interest rates may bring lower steady-state consumption and lower capital-output ratios, and
the transition to such lower interest rates can involve denial of diminishing returns. {...} There often
turns out to be no unambiguous way of characterizing different processes as more ‘capital intensive”
{...} If all this causes headaches for those nostalgic for the old time parables of neoclassical writing,
we must remind ourselves that scholars are not born to live an easy existence. We must respect,
and appraise the facts of life.” (Samuelson 1966: 5821‘.).7

It is one of the scandals in economic thinking that macroeconomic production functions are
still used today in a myriad of scientific publications, without any mention of the
fundamental problems of this approach. Especially for long-term analyses with changes in
functional income distribution and changes in technology, a macroeconomic production
function, which empirically must always use values and not physical units, is highly
questionable and unacceptable.

Second, money simply does not exist in the growth models discussed above. Following
the neoclassical paradigm, money is considered neutral or a veil over the real sphere. In a
world of barter (the vision of a real sphere) the act of saving, automatically implies the
decision to invest. (The corn a farmer does not consume is automatically invested as it
increases the stock of seeds the farmer holds). In a world of barter, any offer of a good
also creates a demand for another good of the same value. (The farmer offers corn of a
certain value to demand cloth of the same value.) Or: any supply creates its own demand.
This is the essence of Say’s Law which became one of the corner stones of neoclassical
thinking and goes back to Jean-Baptiste Say (1855): In a more sophisticated version the
existence of a capital market is assumed (where corn as savings is offered and corn as
seeds is demanded as investment). Savings increase with an increase of the interest rate,
investment decreases with an increase of the interest rate, and the interest rate always
equalizes demand and supply in the capital market. The nucleus of Say’s Law is that all
planned savings are always channeled in investment. A lack of demand is not possible.
Following this idea, in neoclassical growth models the steady-state is provided by the
supply-side (labor, capital goods, technology, etc.). Short-term fluctuations triggered by all
types of disturbances are possible but they do not alter the long-term expansion path of
the economy.

When the supply side becomes the backbone of economic development — and as part of
this approach savings are the basis for investment and the level of the steady-state
consumption per capital — a very clear conclusion for a development process of less
developed countries emerges: The capital stock in developing countries can be increased

®  Let us assume an equilibrium including a certain structure of prices and the same profit rate in all

industries. Now wages increase. Without changing prices labor intensive industries will now have a lower
profit rate than capital intensive industries. The only way to establish a new equilibrium is to change the
structure of prices. A changing price structure will also lead to the application of a new technology
among the many technologies known at any moment.

Samuelson tells us that the smooth production functions of the neoclassical model (see appendix) simply
do not exist with many capital goods.
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by foreign savings which are identical with net capital inflows, resource inflows and current
account deficits in developing countries. After World War |l this idea was taken over by the
World Bank and most international institutions, which modeled development strategies on
this way of thinking (Chenery/Strout 1966). It is often argued, that poor countries are
simply too poor to save. The lack of savings leads to a saving gap or even trap, which
prevents development (Sachs 2005). In line with this view of development, aid should be
channeled to developing countries to allow a net inflow of resources. However, the market
mechanism also leads to a quick catching up of developing countries. As the outcome of
the low capital intensity in developing countries, rates of returns in these countries will be
much higher than in developed countries, with their huge stock of capital in relation to their
population. It is argued that the differentials in profit rates will lead to huge capital flows to
developing countries and a quick harmonization in living standards. Easterly (1999) tested
the saving gap model. However, from the 138 developing countries his results showed
only one country (Tunisia) that supported the saving gap model. In all other cases, even
very high net capital inflows were unable to trigger development.

China definitely contradicts the idea of a lack of saving and the need for foreign saving to
develop. Development came about without long-term deficits in the current account
balance, which in China is determined by the trade balance (Figure 3). In the 1980s and in
the first half of the 1990s the current accounts were more or less balanced in the medium-
term. Then China started to realize high surpluses, which started to explode in the years
after 2000. Along with Japan and Germany, and some natural resource exporting
countries, China became one of the big surplus countries in the world. In 2009 it became
the biggest exporter in the world and pushed Germany aside from this position
(Independent 2010). The traditional growth theory is hardly able to explain the dynamic of
the Chinese development, which was obviously not constrained by a lack of domestic
saving. On the contrary, China saved for the rest of the world.

Figure 3. Current account and trade balance in per cent of GDP in China, 1980-2009
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Source: IMF (2010).

14



The question arises, as to how these huge external Chinese surpluses can be explained.
The answer is: They were created by the People’s Bank of China (PBoC), the Chinese
central bank. The PBoC was used by the Chinese government as a key agent to enforce
an export-led development strategy like so many other East Asian countries, including
Japan, had done previously (Stiglitz 1996a). It intervened in the foreign exchange market
in an extreme way, not only to finance the current account surplus but also to compensate
net private capital inflows. At the end of 2010, China held the highest official foreign
reserves ($2.622 trillion) mainly in foreign government bonds and mainly denominated in
US dollars (CIA 2011). The PBoC created a politically motivated capital export, which led
to an undervalued renminbi (RMB) and to current account surpluses. It is frequently
argued that cheap Chinese wages are responsible for high Chinese current account
surpluses. If real wages are meant, this raises the question of why countries with even
lower real wages realize current account deficits and not surpluses. If nominal wages are
meant, it is the nominal exchange rate, which makes the money wages of a country low
compared to other countries.

1.4 Inequality and development

There has been a long debate about the relationship between development and inequality.
In all paradigms, which assume that saving is the precondition of investment and
consequently, that higher savings lead to higher investment, there is a temptation to
accept high income inequality as an engine for development. The argument is that rich
income groups save more than poor income groups and therefore an increase in inequality
leads to higher savings, higher investment, and faster development. In the Solow model an
increase in the propensity to save leads for a while to a higher growth per capita and finally
to higher steady-state consumption per person.

In the 1950s Simon Kuznets presented the idea of a long swing in income distribution
during the process of economic development: “Widening in the early phases of economic
growth when the transition from the pre-industrial to the industrial civilization was most
rapid; becoming stabilized for a while; and then narrowing in the later phases.” (Kuznets
1955: 18) The so-called Kuznet’s curve, an inverted U, describes first an increase during
development and then a decrease in inequality. Kuznets argued that at the beginning of
industrial development average income in the agricultural dominated rural sector is lower
than in the small industry-dominated urban sector. At the same time he assumed that
income distribution within the industrial sector is more unequal than within the agricultural
sector. The swing to a more unequal income distribution takes place when the agricultural
sector shrinks and the industrial sector swells, and the more unequal income distribution in
the industrial sector dominates the development. The swing to a more equal income
distribution comes when the agricultural sector is almost absorbed. This raises the
question: How is this possible when the industrial sector has a higher income inequality
than the agricultural sector? This question becomes even more pressing when we follow
Kuznets’ hypothesis (1955) that there is a tendency in capitalist economies for the rich to
become ever richer. They have the highest income, the highest savings, and accumulate
wealth much faster than the poor. Kuznets presents tendencies, which may over-
compensate the endogenous effect of wealth accumulation of the rich. He argues, for
example, that descendants of the very rich are not automatically the best entrepreneurs
and investors and most likely keep their wealth in outdated industries. In dynamic
economies new entrepreneurs will emerge in new, now highly profitable industries. He also
stresses that in democratic societies, which develop along with economic development,
government interventions, in the form of income and inheritance taxes or social
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expenditures reduce inequalities. In the end, it was clear to him that the long swing of
income distribution during development was built on weak theoretical grounds.

China seems to fit Kuznets’ argument. In China, income in the rural sector has been much
lower than in the urban sector, but within the rural sector distribution has been more equal.
In 1978 urban household income was around two and a half times as high as in rural
areas. The gap was reduced to twice as high by the mid-1980s, mainly because
agricultural production was reorganized from collective production to a family-based
system of leasing land. After the mid-1980s the gap increased again, now to a value of
over three. During this period the Chinese population in urban areas increased from below
20% of the total population in the early 1980s to around 45% after 2005 (Naughton 2007:
218, 133, 127).

Table 2. Gini-Coefficient for selected countries

Mid-1980s Around 1990 Mid-1990s Around 2000 Latest data
Brazil" 58.9 60.5 59.2 58.8 56.4 (2005)
China™ 30.0 34.0 39.0 40.0 41.5 (2007)
Germany? 25.7 25.8 27.2 27.0 27.0 (2006)
Japan? 30.4 32.3 33.7 32.1 (mid-2000s)
Russia"? . 25.9 43.9 43.2 42.2 (2009)
South Africa"
3 47.0 - 59.0 - 65.0 (2005)
South Korea"
3 345 34.7 33.4 35.8 31.4 (2009)
USA? 33.8 34.9 36.1 35.7 38.1 (mid-2000s)

Sources: 1) household income, UNU-WIDER (2008), 2) disposable household income, OECD (2009), 3)
latest data from CIA (2011).

From the beginning of the reforms until the end of the first decade of the 2000s, income
inequality exploded in China. The Gini-coefficients in Table 2 reflect this development.®
Within a short period of time China changed from a country with a relatively equal income
distribution to a country with a very unequal one.

In Figure 4 the development of income quintiles of the total population in China is given.
The quintile shares express the percentage of total income that each fifth of the population
receives. They are ordered according to income, with the first group referring to the
poorest 20% and the fifth group referring to the richest 20%. It can be seen that the
poorest 20% were dealt a lower and lower share of the total income, whereas the richest
20% reaped a higher and higher share. In 2004 the richest 20% cashed in over 50% of the
total income. Also, compared with other countries, China moved towards the group of
developing countries with the highest inequalities (see Table 2).° Figure 5 shows that, in
China, the income ratio of the 20% with the highest income to the 20% with the lowest
income, became the highest in all Asian countries.

®  The Gini-coefficient ranges in value between zero and one hundred. A value of zero indicates a perfectly

equal income distribution, a value of one hundred of an income distribution where one household gets all
income.

For country comparisons in Table 2 some caution is needed. For example, in some cases household
income is adjusted for the number of persons, sometimes not.
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Figure 4. Quintile shares of income of total population in China, 1980-2004

2004

2001

1992

1990

1985

1980

0% 20% 60% 80% 100%
HQ1 oQ3 OQ4 oQbd

Source: UNU-WIDER (2008).

Although we are unable to look at income distribution in China in great detail here, as a
statistically challenging task, it is influenced by three big factors (Dullien/Herr/Kellermann
2011). The first is wage share, which largely depends on the mark-up firms are able to
realize. In China the wage share dropped from around 70% in 1980 to around 55% in the
mid 2000s (Aziz/Li 2007; ILO 2009). The second factor is wage dispersion, which in China
became very high. To a large extent wage dispersion depends on, the power and
opportunities for free wage negotiations by trade unions, on an active minimum wage
policy, on the level of social benefits, and other labor market institutions. The third factor is
the public tax and expenditure system, which in many countries leads to substantial
modifications of the income distribution determined by markets. Obviously redistribution by
the Chinese public sector is limited. The tax system does not sufficiently tax the rich and a
developed welfare state does not exist (Naughton 2007). Overall household disposable
income depends to a large extent on institutions and government policies.

It seems that from the beginning of the reforms at the end of the 1970s until the mid
2000s, the Chinese government did not pay heed to the development of income
distribution and social justice. Indeed, it appears that Chinese leaders even seemed to
follow the idea that increasing inequality is a good thing. In the 1980s Deng Xiaoping
announced: "To get rich is glorious" and later added, "Some should be allowed to get rich
first." At the same time he advanced the idea that the coastal regions — and here
especially liberalized economic zones — should develop first (Hays 2010).

Ultimately the Kuznets curve does not bear up. Distribution does not follow in such an
automatic way as suggested by Kuznets. The East Asian miracle countries, from Japan to
South Korea, are good examples of dynamic economic development at a high level of
equality (Table 2; Stiglitz 1996a), whereas in other less developed countries (LDCs), in
Latin America and sub-Saharan Africa, income inequality is much higher. “Thus, whereas
the historical growth of early industrializing Europe follows an inverted U, the evidence for
today’s LDCs is too mixed and inconclusive to confirm the Kuznets curve.” (Nafziger
2006:188).
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Figure 5. Income* ratio of highest 20 per cent to lowest 20 per cent in Asian
countries (reference year in parentheses)

*Refers to income or expenditure
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Source: ADB (2007).

The traditional neoclassical growth model, the New Growth Model and the Kuznets curve
are based on theoretically weak foundations, and do not give a convincing explanation of
the Chinese development. A completely different approach is based on Keynesian and
Schumpeterian thinking. John Maynard Keynes and Joseph Schumpeter have stressed
the role that money and the financial system play, for investment, income creation, and
development. To a certain extent Karl Marx also followed such an approach. In the next
section a development model in the tradition of Keynes and Schumpeter is elaborated.
First, the foundation of a monetary development model is discussed, followed by an
interpretation of Chinese development on the basis of such an approach.

1.5 A Keynesian-Schumpeterian development model

A monetary development model

It was Schumpeter (1911) who argued that development is only possible if innovative
entrepreneurs receive credit, created ad hoc, in order to invest. In the German original
Schumpeter speaks of credit created out of nothing which has to be granted to
entrepreneurs to allow them sufficiently to invest, increase productivity and create new
innovative products. Keynes also argued along these lines when he emphasized that the
investor needs cash to carry out investment (Keynes 1937; 1937a). What is necessary for
economic development is (new) credit created first and foremost by the banking system
(Herr 2008b). With the help of the central bank commercial banks can create additional
credit, which leads automatically to the creation of additional monetary wealth in the
economy; since banks simply provide credit by extending their balance sheets. As the
banking system can use bank deposits to expand credit the banking system can grant
much more credit than the volume of newly created central bank money. In addition, new
monetary wealth created by bank credit can be used by the public to give direct credits to
companies or buy new shares and in this way increase funds available for firms.
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The most important point is that in a development model additional credit leads to
additional investment. Investment then creates demand in the goods market, additional
capacity and production, and employment. This leads in turn to income in the form of
wages and profits, and finally, to savings. Savings are usually held as monetary wealth
(bank deposits, debt-securities, etc.) or as equity (shares) of firms. What we can see here
is a credit-investment-income-savings mechanism, which reveals the importance of the
role of money in a capitalist system. The central bank has to accommodate a credit-
investment-income-savings process by refinancing commercial banks, because part of the
central bank money will trickle away in additional cash holdings of the public, and
additional reserve holdings of banks. It is obvious that credit expansion has to be used for
investment, to stimulate development. If credit expansion is used to finance real estate
bubbles or it leads to an over-indebtedness of private households, there will be no positive
long-term effect.

The idea follows Karl Marx (1867: Chap. 4) with his famous ‘general formulae’ for capital,
M-C-M,

in which money (M) is advanced to purchase commodities (C) that can then be sold for a
larger sum of money (M’). The formulae can be extended to explicitly include production
and credit. We then have:

(M = M) — C — (labor and capital goods) — production — C’' — (M’ — M’)

A capitalist firm borrows (M —M) to invest in labor and capital goods. The production leads
to income creation and the production of new goods (C’). The produced goods are sold
and the company’s credit including interest is paid back (M’ — M’)."® The whole process is
governed by credit to firms and investment by firms in productive processes. If there is no
credit available or the interest rate is too high and/or if there are no entrepreneurs who
want to invest in productive capital GDP, growth, employment, and income creation are
not possible. Keynes, although he generally disapproved of Marx, quoted this formulae
approvingly in an early draft of the General Theory (Keynes 1936) insisting that a
monetary economy functions quite differently and referred to a real exchange economy in
which money is absent. Obviously, money in such an approach is not neutral; it is central
to the explanation of economic development.

Credit expansion, as well as investment in productive purposes, depends on a myriad of
economic, social, and political factors.

Among other things, the interaction of macroeconomic policies, expectations of economic
agents and institutions are important. Under the conditions of the non-neutrality of money,
of uncertainty and potentially unanchored expectations, economic development does not
follow long-term trends that can be set objectively by supply-side factors. Trends arise
solely as a statistical result of previous development. Thus, we reject ideas of fundamental
factors, which determine long-term growth, and of a business cycle revolving around this
long-term trend without changing it. Growth models on the basis of production functions,
such as those in the tradition of Robert Solow, are not very helpful in explaining economic
developments. Instead, we assume a sequence economy with a succession of phases.
The respective phases depend on the corresponding specific historical constellation,
including the macroeconomic policy regime of a country (Herr/Kazandziska 2011).

% The embedding of the simple formulae of capital in credit relationships can be found in Marx (1894).
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The credit-investment process in China

After the reforms started in 1978 China grew slowly out of the quantity plan of a planned
economy. Until the end of the 1990s state units dominated employment in urban
employment (Figure 6). This reflects the fact that privatization of state-owned enterprises
(SOEs) started only in the second half of the 1990s. In the 1980s collectively owned
enterprises also played an important role, although they lost importance from the second
half of the 1990s. Employment in private Chinese companies increased sharply as did
employment in foreign funded enterprises (including units with funds from Hong Kong,
Macao and Taiwan). ' However, in many foreign funded units the government still played a
big role. In the 1980s until the end of the 1990s more or less only joint ventures were
allowed. Since the end of the 1990s the importance of wholly-owned foreign enterprises
has increased, but in many of these companies the Chinese government has a high share
of ownership. In Figure 6 the employment shares do not add up to 100% because, for
example, self-employed individuals are not shown.

Figure 6. Employment structure in urban areas in China, 1978-2008 (in per
cent of total urban employment)

Percentage of total employment

B State-owned units O Collective-owned units B Private enterprises B Foreign funded enterprises

State-owned units refer to economic units whose assets are owned by the state, including non-corporation
units, state organs, institutions, and social organisations at the central-level and local levels. Collectively-
owned units refer to economic units where the means of production is collectively owned and include
collective owned units, cooperative units, and joint ownership units. Foreign fund enterprises include units
with funds from Hong Kong, Macao and Taiwan. Chinese private enterprises include share holding
corporations and limited liability corporations. Self-employed and other employment groups are not included.

Source: Statistical Yearbook 1994, 2003, 2008, and 2009.

" In 2008 employment in units with funds from Hong Kong, Macao and Taiwan employed around 37 per

cent of all employment in foreign funded enterprises (source given in Figure 6).
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When one looks at the value-added by firm ownership as a percentage of the total value-
added in the industrial sector, one can see that the importance of SOEs and foreign
funded firms is becoming even more significant in China. In 1993 SOEs had a share of
57% of total value-added, collectively owned enterprises 30%, and foreign funded
enterprises 8%. Private Chinese production in the industrial sector was almost non-
existent. In 2007 the percentage for SOEs was 35%, for foreign funded firms 27%, and for
private Chinese firms 23% (Statistical Yearbook 1994, 2009).

Private enterprises owned by the Chinese have gained some importance in industrial
production but are much more significant in the services sector. These enterprises have
usually been small or medium-sized. After 1978 a radical laissez-faire type of capitalism
with waves of new enterprise foundations and bankruptcies developed in this sector. This
sector has very poor working conditions, no safety net, and a general low level of legal
enforcement. It is also the sector with virtuous and vibrant private entrepreneurialism and
at the same time brutal exploitation. While this sector added to GDP growth it would be
wrong to consider this sector as the main engine of development. It was the interaction
between the state-controlled sector, the foreign-owned companies, and the private, purely
market-based sector, which was behind the dynamic Chinese development. And
development in the purely market-based sector has not been completely positive. Working
conditions, productivity development and ecological standards in this sector are in many
cases very low. This sector has also added to a largely deregulated labor market, and is
one of the causes of the current very unequal income distribution in China.

After 1978 China managed to trigger and maintain a credit-investment-income-saving
process, which pushed the country into a dynamic growth path. This process was partly
market-driven, but it was also, to a large extent, driven by a government focused on strictly
regulating the economy and supporting development. High growth rates laid the basis for
quick diffusion of new technology and knowledge in general. Of course, the factors for
productivity improvements mentioned above like foreign direct investment and government
support for research and development also played an important role. But without a credit
system delivering sufficient and cheap credit for high investment productivity potentials
cannot be sufficiently realized.

This argument is supported by the figures in Table 3. There is a close correlation between
the ratio of credit to GDP and the level of per capita income. In some low-income or even
middle-income countries domestic credit to GDP, especially to the private sector (here
including SOEs) is extremely low. In these countries a domestically based credit-
investment-income mechanism is quite obviously not functional. Indeed, in many of these
countries the domestic financial system is fundamentally distorted and unable to deliver
cheap and sufficient credit. It is noteworthy that China, as a middle-income country, has
credit ratios, especially for the private sector, which are far above the average level for a
middle-income country.

Only recently has part of the equity of the “Big Four” banks been sold to foreign investors,
albeit without giving up government control. Additionally, almost all other banks were
government owned and controlled. Since 2006, according to WTO regulations, foreign
banks have been allowed to conduct business in RMB. In the future, the share of foreign
banks may increase slowly (Naughton 2007: 451ff.).

Monetary policy in China reflects the East Asian tradition (Stiglitz’Uy 1996b). Lending and
deposit rates for banks are set by the central bank, as is the credit volume which
commercial banks are allowed to grant. The direct control of credit expansion by banks
became the most important monetary policy instrument. Real interest rates were set at
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positive but low levels for deposits and lending. Until 1998 a so-called credit plan was
officially in place. Since 1998 the central bank has used window guidance system to
“convince”, especially the big banks, to follow a quantitative credit policy. Window
guidance means that the central bank cannot directly dictate a certain credit volume but
has a whole set of instruments like personal moral suasion or possibilities of discrimination
against certain banks to realize its target. For two decades after the start of reforms in
1978, formal credit allocation was largely policy-driven. The credit plan fixed the overall
credit volume of the “Big Four”, including the regional allocation of the credit volume. On a
provincial level, credit allocation was negotiated between the local government, the local
branches of the commercial banks, the local branch of the central bank, and firms. By far,
most of the formal credit went to SOEs, but private enterprises, especially those with good
relations to cadres, had access to the formal credit system. Private enterprises financed
their investment mainly out of profits or by means of credit from the informal financial
system. In the first years of the 2000s the credit share of the private sector increased,
however, until today policy directed credit plays an important role.'?

Table 3. Domestic Bank credit in per cent of GDP in 2008 in selected countries
(Credit in domestic and foreign currency)

Domestic credit provided by banking Domestic credit to private sector (%

sector (% of GDP) of GDP)*
Low-income countries 32 23
Middle-income countries 77 61
High-income countries 245 167
China 120 103
Armenia 16 17
Bangladesh 59 39
Brazil 117 53
Cambodia 16 23
India 68 49
Korea, Rep. 112 108
Malaysia 115 100
Mexico 45 21
Mongolia 34 43
Peru 18 24
Russian Federation 26 41
United States 271 190

* Including state-owned enterprises
Source: World Bank (2011).
Credit is allocated according to different priorities and motivations. First, it was used to

finance investment in selected regions, industries, and firms. There was definitely not a
coherent national development plan for industrial policy, but rather a general attitude, at all

2" There is not much official literature to proof this point. However, there is plenty of anecdotic evidence

which is known to the author of this paper.
22



levels, of support for development and efficiency. This credit expansion in the formal
financial system became the backbone of the very dynamic quantitative and qualitative
investment development in China. Second, loss-making firms were financed to prevent
their bankruptcy and a rapid increase in unemployment and poverty. The non-performing
loan problem escalated in the second half of the 1990s. SOEs came under increasing
pressure from the growing Chinese private sector, which did not have to pay for a welfare
state system built around firms, and a growing foreign investment sector, which typically
used superior imported technology. The resulting financial pressure triggered the
privatization of small and medium-sized SOEs, which were the least productive in the SOE
sector. The restructuring of the SOE sector in the first decade of the 2000s — taking
profitability as an indicator — was successful, and together with repeated policies that
transferred bad credits into special government-controlled institutions, and the re-
capitalization of the banks, it was possible to reduce the problem substantially.

Up to today, China has implemented a comprehensive system of capital controls, which
has only been relaxed a bit in the past few years. All types of capital flows are controlled
with the exception of FDI inflows. This means that without permission by Chinese banks,
firms, households, and public units are not allowed to take foreign credit or invest abroad.
Compared with other developing countries, and measured in per cent of GDP, China does
not have a low level of international capital flows. However, capital inflows have been
dominated by FDI and capital outflows by central bank interventions in the foreign
exchange market. To a large extent, China has been able to structure capital flows in its
own interest and in addition to follow a domestically oriented monetary policy with overall
low real interest rates, a privilege not shared by many developing or even developed
countries in the world (Herr 2008a).

Inequality and the limitation of the Chinese expansion model

Investment in productive capital has a dual effect. Investment is an element of aggregate
demand and at the same time creates a capacity effect. Also, gross investment is of vital
importance as, at least potentially, all investment embodies the newest available
technology. But investment demand that is too high is not sustainable. Building up
capacities for production without other sufficient demand elements leads to crises sooner
or later; as capacities are built up to satisfy demand other than investment demand. To
allow a sustainable, sufficient growth process there must be a proportional relationship
between investment demand (increase in production capacities) and other demand
elements.

After 1978 gross capital formation in China has been very high and even increased to
almost 50% by 2009. High investment is the backbone of development but investment in
China is too high. Consumption in China dropped from the already low level of around
50% of GDP to levels of below 40% between 2000 and 2009. Government demand is
stable and, as slightly above 10% of GDP, relatively low (Table 4). By comparison, in
OECD countries in 2006, the year before the outbreak of the sub-prime crisis, gross capital
formation was 24%, consumption 62%, and government consumption expenditures 18% of
GDP. In 2009, countries like Brazil, South Africa, and India recorded a gross capital
formation, as a percentage of GDP, of about 17%, 19%, and 35%, respectively. In the
same year consumption in all three countries was around 60% of GDP. At the same time,
the Brazilian as well as the South African government had consumption expenditures of
around 20%, whereas in India this was only 12% (World Bank 2011, OECD 2011 Table 4).
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Table 4. Gross capital formation, consumption demand and government
demand in per cent of GDP in selected countries, 1980-2009

1980 1990 2000 2009
China Gross Capita| formation 35.2 33.3 35.1 34.2
General government final 14.9 15.0 15.8 15.0
consumption
Household final consumption 50.3 51.2 46.7 49.8
expenditure
Current account balance 2.8* 3.4 1.7 10.5
Brazil Gross capital formation 233 20.2 18.3 16.5
General gpvernment final 9.2 19.3 19.2 20.8
consumption
Househ.old final consumption 69.7 59 3 64.3 62.8
expenditure
Current account balance -5.5 -0.8 -3.8 -1.6
India Gross Capita| formation 18.5 24 .2 24.2 35.0
General government final 10.0 11.7 12.6 12.3
consumption
Household final consumption 74.6 65.6 64.1 57.3
expenditure
Current account balance -1.0 2.2 -1.0 -2.0
i?ﬁlth Gross capital formation 29.9 17.7 19.7 19.4
rica
General government final 14.3 19.7 19.7 21.0
consumption
Household final consumption 47.8 571 63.1 60.4
expenditure
Current account balance 3.9 1.4 -5.3 -4.0
OECD  Gross capital formation 24.2 23.0 214 17.2
members G | t final
eneral government fina 17.4 17.3 17.8 19.5
consumption
Household final consumption 59.7 603 62.2 63.7

expenditure
Current account balance -0.8" -0.9 -1.3 -0.9
* Data for 1982. T Data for 1988.

Source: World Bank (2011), OECD (2011).

The structure of demand in China reveals the dangers of a lack of aggregate demand and
a slowdown of GDP growth. The lack, especially, of domestic consumption demand makes
China reluctant to reduce current account surpluses. But for an internationally more
balanced development, the high Chinese external surpluses are detrimental, and harmful
for growth and employment in other countries. The lack of consumption demand is directly
linked to the very unequal income distribution in China. The propensity to consume is
lower for the rich than for the poor, and a more equal income distribution — especially by
increasing the income of the poorest in society — would increase demand. Also, what is
needed to increase consumption is the development of a social safety net to protect the
poor from the fundamental risks of iliness, old age, and unemployment. The provision of

more public goods, in the field of state education, for example, would have the same effect
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(Blanchard/Giavazzi 2006). The analysis shows that a more equal income distribution is
not only necessary for the social and political coherence of a society, it is also needed for
a sustainable economic development, in order to create sufficient demand without
unsustainable credit expansion for consumption or real estate; as was the case in the US
before the sub-prime crisis.

1.6 Conclusion

The traditional neoclassical growth model does not shed much light on the development in
China. The New Growth Theory adds some important points to the neoclassical model,
especially the need for governments to provide public goods in the field of education,
research, etc. These theories are based on the belief that creating optimal allocation by
clear property rights, good incentive systems, tough competition, etc., and adding some
government policies to deliver public goods to improve supply side conditions, will more or
less automatically lead to development. However, these approaches are not able to
explain development in China in a convincing way. All approaches in the neoclassical
tradition neglect money and the role of the financial system in providing cheap and
sufficient funds for development. The demand side of economic development is largely
forgotten.

Kuznets argued that during development inequality first increases and then decreases.
The quick change to an extremely unequal income distribution in China seems to support
his argument. But it can be shown that many of the very successful countries developed
without increasing inequality. Kuznets also does not sufficiently recognize the economic
and also political dangers, of very unequal societies.

The secret of the Chinese success story seems to rest on a productive combination of
government interaction and market forces. China has managed to create a sustainable
Schumpeterian-Keynesian credit-investment-income-creation process, which has led to
economic prosperity. This process was domestically driven by political credit expansion
and allocation by a dynamic private sector including foreign enterprises. The entire
development process has been externally protected by strict capital controls and a policy
of avoiding current account deficits, as well as, high foreign debt. The typically distorted
domestic financial system of developing countries, with chronic capital flight and
dollarization, in addition to a chronic lack of long-term and cheap financial funds for
enterprises, did not exist in China. Capital controls and central bank interventions to
prevent current account deficits have also allowed a development, which has never been
interrupted by a currency crisis.

The emergence of an extremely unequal income distribution, however, endangers social
cohesion and leads to insufficient consumption demand. It has the potential to undermine
sustainable economic development and has, therefore, become the Achilles heel of
Chinese development. The Chinese government has neglected the distribution question
for too long. However, since Hu Jintao became President of the People's Republic of
China in 2003, inequality has emerged as a political issue. Under his presidency the idea
of a “Harmonious Society” has been developed as a cornerstone of economic
development and policy in China. It might not be clear in detail what a Harmonious Society
means, but it definitely includes societal balance and a more equal income distribution.
Creating a more balanced society and a more equal income distribution is a Herculean
task for China. However, compared to many other developed and developing countries the
problem is now at least recognised and is being addressed.
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China has become a capitalist country. However, its capitalist model is a specific and
unique one, and is a version of the Asian type of capitalism, which was very successful in
Japan and in many other Asian countries until they started to liberalise their economies.
China also teaches us that a policy, which does not focus on a static concept of optimal
allocation in the tradition of neoclassical thinking, can be extremely successful. It is also a
slap in the face for development strategists in international institutions who advocate the
old and new Washington Consensus, which pushed for quick liberalisation, fast and
comprehensive privatisation, and deregulation. Up until the sub-prime crisis it looked as if
the Chinese elite had the intention of establishing a US-type of liberal market capitalism in
the long-run. In the meantime they may be having second thoughts and China is now more
likely to search for its own model of capitalism — hopefully with a human face.
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2. Restructured Class-Relations since 1978

Frido Wenten

In secondary school we read some Marxist theory. When
the teachers explained to us the contradiction between
productive forces and relations of production in a
capitalist society, they also talked about the inhuman
exploitation of workers. Back then we did not understand
that. Then | came to Shenzhen to work. Gradually |
began to catch on to how the capitalists suppress and
exploit the workers.

- Qiuyue, migrant worker, 19 years old

In 1978 the post-Mao reformers around Deng Xiaoping proclaimed that China's
modernisation “requires diverse changes in those aspects of the relations of production
and the superstructure not in harmony with the growth of the productive forces”
(Communiqué of the Third Plenum of the Eleventh Central Committee 1978). Up until
today, Chinese officials have adhered to the notion of social and political change being
induced by and naturally following economic development. Similarly, mainstream political
economists East and West have understood China's socio-economic transformations
mainly in terms of a transition from a “planned to a market economy”, whose predominant
feature was the eradication of “distortions” stemming from political and ideological
interventions into the natural and timeless rationality of markets (Huang 2008, Nee 2005,
Naughton 2007). Mainstream sociology has added its part by presenting social
transformations as reflexes of economic growth, depicting the stratification of China's
social structure in terms of income levels, occupations, living expenditures etc. The most
influential piece of work has arguably been the 2001 study of the Chinese Academy of
Social Science (summarised in Lu 2007), which claimed, fully in-line with the
pronouncements of the country’s leaders, that China is becoming a middle-class society
(Breslin 2007: 177).

In short, official Chinese politics and the coalescence of neoclassical economics and
positivist empiricism have — as elsewhere — provided us with a modernist vision of gradual
but inevitable economic, social and political progress. Critical, historical materialist
approaches to the issue have been surprisingly rare, and only recently did terms such as
“class” and “capitalism” make their way back into analyses of the Chinese case (Chan and
Pun 2008)."

The following brief historical outline of China's reform trajectory since 1978 will engage the
issue from a perspective of a restructuring of class and property relations, putting specific
emphasis on the role of workers' subjective agency.

Far from just appearing as changes in social stratification accompanying an unfolding of
market mechanisms with the removal of distorting state-planning, | argue that, on the
contrary, it was the gradual commodification of urban Ilabour and the semi-

" In terms of a history of knowledge, the predominance of neoclassical and positivist accounts has taken

place against the background of a politically induced purge of the category “class” from post-1978
academic discourse in and about China (see Wang 2006). Observers in the 1980s found literally empty
bookshelves under the rubric jigji (class) in China's major university libraries (see Wortzel 1987: 29ff.).
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proletarianisation of the peasantry, which not only constituted the social fundamentals of
an overall change in economic rationality, but also accounted for the specificity of China's
export-led development. Though the overall process was clearly dominated by a dynamic
of “class struggle from above” — a transformation of social property relations through a
reshuffling of politico-economic power amongst the elites — the re-composition and agency
of China's working classes continued to have far-reaching socio-economic consequences,
even after a transitional period of changing social property relations began to phase out in
the late 1990s.

Migration, as well as workers' politico-economic “self-activity” ™ of concealed and open
resistance to reforms, created potential for social disruption and compelled the Chinese
government to react with new legislation, increased welfare spending and an extension of
corporatist conflict mediation. Capital was pressured to reframe social relations on the
shop-floor and agree to substantial wage increases; low-end manufacturers even had to
react by geographic relocation to other low-wage regions and countries. Clearly, workers
have not resisted the introduction of capitalist relations on principle. In fact, certain
practices rather reproduced and fostered the expansion of capitalist rationality. Especially
rural-urban migration fuelled the boom in China's foreign-funded economy. As we will see,
this migration was not just motivated by economic necessity resulting from changes in
property relations. China's workers and peasants behaved both reactively towards external
changes of their living and working conditions and — consciously and unconsciously — pro-
actively in shaping the process of reform. Subjective experiences and aspirations leading
to a practical transformation of the socio-economic conditions of existence have to be
accounted for, in order to fully grasp the social processes underlying China's reform
period.

»14

In unfolding this argument, | argue that we can identify three phases of socio-economic
reform, coinciding not only with changes in government leadership but also with an
inauguration of major changes in working class-composition at their beginning, and
intensified labour unrest towards their end. In the absence of a better periodisation, | will
use the terms “experimentalism”, “market liberalisation” and “social democratisation” to
characterise the periods of 1978 to 1989; 1992 to 2002; and 2002 to 2010 respectively.

2.1 Experimentalism: 1978-1989

When the socio-economic reforms were inaugurated in 1978, it was by no means clear
that the final result of leading China to a restoration of capitalist economic principles was
also the envisaged goal. Instead of a centrally developed blueprint, socio-economic
transformations proceeded gradually and took place in local social “laboratories”,
spreading to larger areas by way of a dialectic of aspirations from below and administrative
channelling and steering from above. The most radical and defining feature that showed

" In the Economic and Philosophical Manuscripts as well as in The German Ideology, Karl Marx contrasts

“self-activity” as a form of free, creative practice or labour with estranged labour under capitalist relations
of production, respectively labour performed under any form of compulsion (see Marx and Engels:
Collected Works 3: 282; Collected Works 5: 81). In the German version of the Communist Manifesto, he
describes as “Selbsttatigkeit” [self-activity] “die ihm eigentimliche politische Bewegung des Proletariats”
[the political movement typical for/peculiar to the proletariat] (see Marx/Engels: Werke 4: 68). The
English version translates this passage as “independent political movement” (see Marx/Engels: Collected
Works 6: 514), thus weakening the notion of the proletarian movement as the immediate activity of those
directly affected, i.e. the workers themselves. Here, the term “self-activity” is used to describe forms of
agency that can be understood as reactions to existing relations of exploitation and domination, in which
the affected individuals directly articulate their interest or set up their own associations.
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these characteristics was located in China's rural economy: the dissolution of the Maoist
people's communes and the return to a system of agricultural smallholdings. The new
“Household Responsibility System”, by which every rural household was — and still is —
guaranteed usufruct rights to a state-owned parcel of land, enabled the Chinese peasantry
not only to engage in subsistence farming, but also to deploy household labour freely. The
semi-proletarianisation of the peasantry was fundamental to the occurrence and concrete
shaping of the massive rural to urban migration that supplies the cheap labour to China's
export-processing zones. While an export-oriented, labour-intensive developmental model
only took off after 1992, its socio-economic fundamentals can be traced back to the land-
reforms of the late 1970s.

The abolition of Maoist collectivism began with experiments in allocating land to smaller
production teams or households in Sichuan and Anhui in 1978. De-collectivisation was
characterised by a complex movement of action and scepticism at the local level. While
cadres of well-performing communes feared both increasing inequality in the community
and a loss of individual privileges, the not-so-well-off peasants welcomed the new system:

“[TIhese policies [the household responsibility system] were extremely popular with villagers in
poorer areas who carried them out in spite of local opposition. In fact, they were probably the most
popular policies in the poorer areas since land reform. Press reports from 1979 to 1980 described
how villagers sometimes confronted county and commune officials with faits accomplis which cadres
could overturn only at the price of a great deal of conflict.” (Zweig 1997: 47)

This dynamic resulted in an almost complete dissolution of the commune-system as early
as 1983. Until 1984, agricultural production grew by 9 per cent annually; and a 50 per cent
increase in central grain prices and subsidies for fertilisers increased rural incomes by 98.4
per cent in the same time-span: “the fastest rate of rural poverty reduction in world history”
(Qian and Donaldson 2008: 26f.). However, the apparent success of agricultural reform
had much wider implications for the governing principles of the Chinese economy: the
commune-system functioned on a task-rate based allocation of “work-points” to the
respective production team. Though intrinsically unequal in terms of a gendered division of
labour, the work-point system ensured a relatively equal distribution of incomes amongst
the commune's households and, more importantly, constituted the mechanism by which
agricultural production could be governed through bureaucratic decision making. Its
abolition meant that instead of the collective, individual households became economically
self-responsible units. They could interact directly with the state as central buyer of
agricultural products, respectively, after both the central monopsony and price setting
mechanisms were loosened in 1985, the market.

In 1978, 82.1 per cent of China’s population were rural residents and with the household
responsibility system a huge part of the rural labour force was not needed for the
productive operation of agriculture. The newly gained “freedom” from administrative control
meant increasing dependence on market exchange and monetary income, especially as
non-monetary social services provided by the people's communes were dismantled."
Additional — non-agricultural — forms of income were thus desirable to rural households. In
the 1970s, many communes had set up small-scale shops and factories on the basis of
the work-point system, in order to manufacture industrial inputs for agricultural production.

1 Though the peasantry never enjoyed the kind of all-round welfare services of the urban working class,

basic services like education and healthcare were provided through the communes. Their abolition was a
significant factor in exposing the peasantry to market imperatives — especially radical in the case of basic
health care provision, which dropped from covering 85 per cent of the population in 1975 to 10 per cent
in the year 2000 (Mok 2000: 36).
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From 1979 onwards, central funding for the approximately 100,000 commune and brigade
enterprises decreased dramatically, resulting in their closure (Christiansen 1999: 186).
Instead, village administrations were provided with market incentives (individual
responsibility for profits and losses, loans, tax-breaks etc.) that allowed the creation of new
enterprises on a locally self-responsible basis: the “town and village enterprises” (TVEs).
TVEs could initially sustain strong elements of collective production, spawning “a unique
process of market-oriented industrialization without typical capitalist social transformation
[...] in which class distinctions and antagonism between peasant-workers and managers
are not salient” (Chang 2003: 276f.). However, from 1983 onwards TVEs were
successively privatised — including the utilised public assets of the former brigade
enterprises — eased by non-transparent book-keeping that veiled actual ownership
structures (Christiansen/Rai 1996: 221ff.). In any case, the contribution of TVEs to the
industrialisation of the rural economy and the semi-proletarianisation of rural labour was
significant. The percentage of rural residents employed by TVEs rose from 9.4 per cent in
1980 to 23.8 per cent in 1988 (from 30 to 95.5 million employees), stabilizing at around 26
to 28 per cent since 1994 (128 to 130 million employees) (Cai et al. 2008: 190).

Though smallholdings allowed for subsistence production and limited monetary income
and TVEs spread industrial wage labour in rural China, still more than 100 million rural
residents constituted “surplus labour power” and became potential labour migrants. Their
free movement into urban employment opportunities was, however, constrained by the
Chinese household-registration system (hukou) which still divides the Chinese population
into rural and urban residents with mutually exclusive residential rights and entitlements to
land or welfare services, respectively.”® The hukou-system not only allowed for inter-
provincial control of labour flows. It also discriminated against migrant workers in terms of

' The system of household registration (hukou) was introduced in 1958 as a response to grain shortages,

which were blamed on rural to urban migration in the early years of the PRC. It determined employment
opportunities and access to welfare by place of origin: rural residents were provided a parcel of land for
subsistence production/a place in the people's communes, while the urban hukou guaranteed lifetime
employment, fixed wages determined by regional price levels and social welfare provision. Changing a
hukou was possible only in exceptional cases, such as military recruitment, university accession or re-
allocation of workers due to central plans. This system allowed for a separate economic development of
rural and urban regions, mediated by the state: the size, quality, incomes etc. of the rural workforce had
effects on urban development only through state-mediation. Typical for developmental strategies in
(actually?) real existing socialist countries, state-controlled low prices for agricultural but high prices for
industrial products ensured the generation of investment for capital intensive industrial production at the
expense of rural development.

The hukou-system was slightly reformed in 1983 and 1985. The “urban registration for those with self-
supplied grain” became a separate hukou available for rural migrants, until in 1989 they were entitled to
settle down in separate areas close to the cities as long as they had housing, employment and
subsistent funds and food — hence, on a temporary basis (Solinger 1999: 49f.). Further ambivalent
changes occurred when in the mid-1980s an identity card was introduced that was to substitute the
loosened state control over enterprises regarding the recruitment of temporary workers, but de facto
allowed migrants to circumvent formal registration (ibid. 51, Pun 2005: 41f.). Moreover, local
bureaucracies started to sell urban hukous for money, which was however not permitted by the central
government (Mallee 2000: 92f.). In 2001 small towns abolished settlement limits for rural dwellers having
employment and accommodation and medium and large cities also abolished or widened their
immigration-quota (Huang/Zhan 2005: 72f.). However, as Chan and Buckingham have shown, the major
aspect in the latest reforms concerned administrative responsibility for a change of the hukou: The
central decision about a change from a rural maintenance claim to an urban one — which was the
decisive factor up to the late-1990s — has been abolished and replaced by locally set immigration criteria.
In short, the rural and urban population are still institutionally divided, but this division is no longer a
primary matter of the unified central, but of a decentralised local legislation (Chan/Buckingham 2008).
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material compensation (wages and social services) and civil rights — thus providing the
socio-political background to the supply of cheap labour to the newly created “Special
Economic Zones” (SEZ) in the coastal South.

Attracting international capital seemed a considerable measure to Chinese policy makers
in order to tackle two problems haunting the Maoist economy: low productivity and lack of
investments. Originally, selected urban regions had been designated as SEZs, with the
aim of subsidising and upgrading SOEs through spill-over effects from joint-ventures with
foreign companies. Throughout the 1980s, SEZs expanded continuously in number, size
and degree of autonomy granted to capital and local administrators: wholly foreign-owned
enterprises were legalised in 1986, and rural coastal regions — that is TVEs — were opened
to foreign investments one year later. This expansion was on the one hand driven by
conscious political action of the faction around Deng Xiaoping, which derived its power
from its close ties to provincial governments and cadres in the designated SEZs, thus
undermining the power of the Maoists:

“‘Well aware of the political risks of challenging central planners, trade and finance officials, and
industrial bureaucrats head-on, the reformers allowed them to retain many of their powers, while
encircling them with new forms of business such as private, collective, and joint venture firms and
special economic zones.” (Shirk 1994: 27f.)

Spreading private property relations also increased systemic inter-regional and inter-
enterprise competition. This induced the provincial governments to carry out structural
adjustments even prior to being granted special autonomy — especially in regions
producing strategic supplies, such as coal or steel (Gallagher 2005: 33ff.). The withdrawal
of central administrative interference in SEZ opened up possibilities for aspiring local
cadres to establish themselves as partners in joint-ventures, to set up private enterprises
through stripping the assets off SOEs or to make gains from real-estate speculation and
land development (Zweig 2002: 60). Nevertheless, fundamental to an alteration of
economic rationality was not the accumulation of private wealth but the merger of political
and economic power into a new class of “cadre-capitalists”, who developed interests
independent or even contrary to central planning and paved the way for an extended
reproduction of capital on the basis of private property.

In the 1980s, enterprises in SEZ drew mainly on the local labour force. As Hein Mallee
emphasises, at this stage of reforms, rural-to-urban migration was limited and not
specifically focussed on SEZ — as a result of internal reforms; rather, the dominant feature
was the hiring of rural migrants as temporal labour by SOEs plagued by labour shortages.
More than 9 million migrant workers were employed in SOEs in the late 1980s on the basis
of temporary residential rights granted on the condition of self-supplied grain — that is, on
the basis of their exclusion from the welfare benefits and civil rights of urbanites (Mallee
2000: 89). The core labour force of urban SOE-workers on the other hand was subjected
to a process of gradual commaodification of labour through the introduction of (segmented)
labour markets, accompanied by an internal restructuring of public enterprises.

With the return of about 15 million young urbanites to the cities — who had been sent to the
countryside for “rustification” during the Cultural Revolution — pressure on the employment
capacities of the already overstaffed SOEs increased. As a response, small-scale private
enterprises (getihu) were legalised and the system of central job-allocation was first
supplemented by and later substituted for an urban labour market. In 1982, growth of the
state sector stood at 7.5 per cent while that of the getihu amounted to 78.9 per cent, and
rose to 97.4 per cent two years later (Cho 2005: 37). Labour relations of the getihu were
characterised by private employment and contractual labour relations, but remained
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largely informal. Due to their small size and sectorial separation, competitive pressure on
the state sector was considerably low, but the urban working class was now divided
between market-dependent private employees and public sector workers."

SOE workers used to be a privileged group in pre-1978 China, benefiting from — but also
being constrained by — lifetime employment and encompassing social services provided
through their work-unit (danwei): the so-called “iron rice bowl”. They became the primary
losers of reform, with the Maoist social contract eroding and “relations in production”
(Burawoy 1985: 13) — that is, class relations on the shop-floor — being seriously
transformed in favour of enterprise management. In 1984, five years of limited experiments
with increasing management responsibility for production planning, pricing, buying and
selling, resource allocation, wage setting, profit utilisation, and hiring and firing of labour
were bundled into a comprehensive framework for SOE-reform (Taylor et al. 2003: 53f.).
However, the relationship between the state as owner of assets and the SOE director as
organiser of the production process still remained unclear until the “Contract Responsibility
System” of 1987 allowed the latter to hire private managers or lease out the factory,
followed by stipulations on firing redundant workers one year later. This system provided
both pressure to restructure the production process along criteria of profitability and
enough loopholes for the director to draw on enterprise resources, leading to the
fraudulent privatisation of public assets on a large scale (Weil 1994: 23f.).

Thus the 1980s' experience for the old and new working classes — urban industrial workers
and semi-proletarian migrant workers — was that of either a deepening exposure to or a
first encounter with an extending power of capital over labour, which did not remain
unchallenged. Shortly after the “Four Modernisations”® were announced in 1975, urban
workers, who were part of the Democracy Wall Movement'®, demanded a “Fifth
Modernisation”. increasing democracy in enterprises. The movement questioned the
actual advances of Chinese “socialism” over the capitalist West, criticising subordination
at the workplace and the huge discrepancy between living standards of ordinary workers
and the “red bigwigs”, especially when it came to the issue of housing. However, the
protesting state workers in Beijing and other major cities in China did not opt for an
adaptation to the Western model. They were conscious about what the projected
transformation of SOEs would entail in terms of rising competition within the working class
and increasing job insecurity. Inspired by Solidarity in Poland, they challenged both
capitalism and party-bureaucratisation — including the corporatist role of China's trade
unions — from a perspective of workers' control over production. When publications and
public debate were accompanied by increasing strike activity and independent organising
in 1980, concessions by the government were revoked, the movement suppressed and

" More accurately, the public workforce was in itself divided between SOE-workers and workers for so-

called “collective units”. The latter were formally owned by “workers’ collectives”, respectively “citizens’
collectives” (after 1993). They provided worse benefits and labour relations and used to bring a certain
degree of flexibility to the rigid system of central planning and financing in the state-owned sector.

' Zhou Enlai coined the new developmental programme of the “Four Modernisations”, aiming at the

modernisation of agriculture, industry, science and technology and defence.

Y The “Democracy Wall Movement” gained its name from the posters it displayed on walls in Beijing. It was

formed by aggrieved unemployed, rustified youths, peasants and workers in 1978 when a verdict that
declared the April Fifth protests (which brought down the Gang of Four in 1976) a counterrevolutionary
act was renounced by the new leadership around Deng Xiaoping. The Democracy Wall Movement
seized the room to manoeuvre opened by leadership change and put forward its own demands,
articulating diverse problems of everyday life and working conditions in Beijing and other major cities in
China.
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freedom of speech removed from the constitution (Sheehan 1998: 156ff.). The abolition of
the right to strike followed in 1982. The regime, in turn, began to employ a strategy which
should remain dominant until 2002, if not longer: hoping for economic growth of a degree
that ensured that the material demands of the working classes could be satisfied through
the market, while denying their participation in decision making.

Structural change continued and the experience of past struggles and self-empowerment
could not be easily erased from workers' minds. When inflation rose sharply in the second
half of the 1980s and the fraudulent self-enrichment of enterprise directors at the expense
of the perceived “property of the whole people” became more and more impudent,
workers' grievances translated into spontaneous rage in quite a few places: the first half of
1988 registered 276 incidences of violence against management in China's rustbelt
Liaoning, and three managers were murdered over the year in Shenyang (ibid. 209). One
year later, workers in Beijing and other major cities formed autonomous trade unions,
joining protesting students (but also criticising them for their elitism) and centring their
demands once again on the issue of control over production and freedom of association.
Living up to its reputation of being a “twentieth-century Bastille, the last stronghold of
Stalinism” (in: Walder and Gong 1993: 12f.), the Deng Xiaoping government
reconsolidated its power by bloodshed. The Tiananmen-massacre concluded the first
decade of reform with a serious crisis of governmental legitimacy — both inward and
outward.

2.2 Market liberalisation: 1992-2002

The immediate aftermath of Tiananmen brought the Maoist sceptics back into power, who
argued for a tightening of state control over the population and a slow-down, if not
reversal, of market liberalisation. But the final collapse of the Soviet Union in 1991
reshuffled the cards again. Hoping to prevent similar events in China through an
acceleration of capitalist reforms, Deng went on his “Journey to the South” in 1992,
symbolically underlining his alliance with the politico-economic elites of the SEZ. The same
year, the CCP declared China a “socialist market economy”.

Deng’s political strategies and the ideological changes were nested in socio-economic
dynamics. The 1980s internal enterprise restructuring of the state sector had caused social
unrest, but not led to the perceived boost in economic performance. Instead it was the
non-state and small-scale sectors of the economy that showed the fastest growth rates.
The inner contradictions of a side by side of bureaucratically planned and privately
organised production that unfolded in the 1980s drove to their capitalist resolution through
an acceleration and extension of transformations of class relations during the 1990s. The
developmental strategy became one of expanding export-oriented, labour-intensive
production and the privatisation of public enterprises. Key to this strategy was not only the
attraction of foreign investment but also an increased utilisation of migrant labour on the
one hand, accompanied by the commodification and downsizing of labour in SOEs on the
other.

The changing importance of the SEZ between the developmental strategies of the 1980s
and 1990s is illustrated by figures on foreign direct investment (FDI), which played a major
role in the emergence of China's export-oriented economy. Between 1985 and 1991, the
volume of FDI increased slowly from 1.03 to 4.37 billion USD — but in 1992 it took a leap of
151.9 per cent, followed by about the same growth rate in 1993 (Burkett/Hart-Landsberg
2005: 122). FDI was mainly supplied by East Asian investors, especially overseas
Chinese, leading to the formation of intra-Asian networks of production and trade, with
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Japan at the centre. Hong Kong provided the hub from which to channel East Asian
investments and products in and out of the mainland in the form of re-exports, utilising
migrant labour:

“Taken as a whole, the »Greater Pearl River Delta¢ (i.e. including Hong Kong) resembles a giant
yLewis-type« [capitalist development under conditions of unlimited labour supply, F.W.] accumulation
machine, siphoning vast amounts of »surplus value« for Hong Kong capital out of the Delta, for the
benefit of consumers in high-income countries.” (Nolan 2004: 63)

In the mid-1990s estimates on the size of the migrant workforce — the “floating population”
— ranged between 50 to 70 million, but for the year 2000 these figures already went up to
200 million (Roberts et al. 2004: 49, Lavely 2001: 756). By 1995, China had 424 declared
zones, cities, counties and provinces with special economic legislation. While in 1987,
TVEs had a share of 12.9 per cent of total export earnings (traceable to TVEs in early
SEZs), it increased to 47.8 per cent in 1999 (Zweig 2002: 118). The share of foreign-
funded enterprises in exports, while standing at 17.4 per cent in 1990, passed the mark of
50 per cent in 2001 (Burkett/Hart-Landsberg 2005: 122ff.). Production in non-state and
small-scale enterprises increased by 62.7 per cent and 48.6 per cent respectively between
1990 and 1995; the public sector's share in overall industrial production fell to 26 per cent
by 1999. Productivity was 50 per cent lower than in the non-state sector; and 33 per cent
of the state’s industrial and 38 per cent of the trade enterprises had negative profit rates
(Cho 2005: 38ff., Zweig 2002: 55ff.). Hence, in the mid-1990s the government reversed its
policy of subsidising SOEs through returns from the non-state economy. The 1994
“‘Company Law” formalised the self-dependent status of SOEs, barriers for international
capital investments in the state-sector were abolished and loans to unprofitable SOEs
frozen. The state strengthened its control over large SOEs in strategic sectors, but from
1996 onwards it finally released smaller enterprises to become joint ventures, private or
shareholding companies. While domestic capitalists had already emerged on a small scale
in collective (de facto private) enterprises, TVEs and getihu, privatisation transformed SOE
directors and party secretaries into semi-private entrepreneurs, who retained their political
capital, which in turn was necessary to establish ties with foreign investors:

“The decision to transform the large public corporations into joint stock companies with state majority
ownership has further facilitated the transfer of public property into private hands and given the
aspiring bourgeois element grounds to challenge the state’s remaining prerogatives. Foreign capital
is made part of the transition because of the requirement of a local partner if investments are made
in China.” (van der Pijl 2006: 305)

These measures led to original capital generation — i.e. the mobilisation of public
resources — and capitalist class formation. But for the mode of exploitation to change from
appropriation and distribution of the socially produced surplus through a class of state
bureaucrats to one of (semi-) private production and appropriation of surplus value and
market-dependent distribution, a radical change in the rules for reproduction of Chinese
workers was necessary. With the new labour law of 1994, labour contracts — which had
first been introduced for joint-ventures in 1979 — were supposed to formally apply to all
enterprises, irrespective of their ownership structure. However, it was only with
privatisation that contract-based labour relations became ubiquitous and an urban
industrial reserve army was forced into existence.®® Between 1995 and 2000,
approximately 48 million workers were dismissed or “stepped down from their post’

2 However, in 1995 only 39 per cent of new entrants into the state-owned sector’s workforce were actually

recruited by the contract-system — instead they retained informal lifetime employment (see Meng 2000:
82). In the private and foreign funded sector on the other hand between 70 and 75 per cent of the
(migrant) workforce did not have any have contracts at all (see Lee 2007a: 42).
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(xiagang)?": by the year 2000 “the system of permanent employment was shattered
forever” (Naughton 2007: 187). The income of laid-off workers dropped by 56 per cent to
an unsustainable 190 yuan per month (Cai 2006: 35). Additionally, non-monetary
redistributive functions of the danwei were transformed into market-regulated services in
the form of insurances, thus shifting the social burden away from the state onto employers
and workers. In short, workers' reproduction became dependent on market relations as the
iron rice bowl was dismantled and the ownership and control of the means of production
went from central administrators into private hands.

These structural changes in living standards and the character of work were experienced
ambivalently by the workers themselves. According to an official survey in 1992 (i.e. before
the privatisation of SOEs) 20 per cent of the state workers interviewed were openly against
reforms and another 17 per cent were suspected to have withheld their opinion in fear of
punishment (Freud Larus 2005: 216). On the other hand, the majority of urban workers
interviewed by Marc Blecher in the mid-1990s stated that “competition is right” — though
they clearly felt the restructuring of the production process, the speeding up of machines,
harsher discipline and rationalised tasks (Blecher 2002: 288). This ambivalence can be
seen as a result of the mid-1990's transitional stage of urban economic reform — the
spread of new employment opportunities in the private economy coinciding with the
persistence of social security through the danwei:

“Now, only one principle reigns: whoever can make money will be respected, workers or nonworkers.
[...] My enterprise is paying me 800 yuan now, but in one or two years, it may become rich and give
me 3,000 yuan. ... But we have to wait for the market to turn better. [...] If | quit this enterprise
completely and venture into the market, I'd feel that | lack a backup. Now, | have one job working for
»grandpac« [the danwei] and another job for my own, and the two make a good sum together, and it's
a secure life.” (Worker, 35 years, in: Lee 1998a: 26)

Though they were not always conscious about the reasons for their changing living and
working situation,?? urban workers had a strong sense of their share in public property and
there existence as a “class”.?®> Working for an SOE was not perceived as a capital-labour
relation but as the working class' contribution — and thus legitimate entitlement — to the

2 In the case of xiagang, workers would be laid off but still be associated to their work unit — that is, still be

entitled to certain social benefits the danwei had to offer. Officially, these workers were not unemployed
but redundant for the time being and “waiting” for re-employment. By providing workers with a one-time
compensation and gradually loosening their relation to the SOEs, workers that had been laid off through
xiagang neither showed up in official unemployment statistics, nor did they qualify for unemployment
benefits.

2« don't know why workers who do a good job have to be laid off ... Maybe it's that the country is too

large and overpopulated — | can't figure it out. There definitely are lots of unreasonable things going on.
Ordinary people can't say clearly what's happening.” (Worker, in: Blecher 2002: 290)

% According to Chen and Lee the language of class has to be seen as an atavism of Maoist ideology

(Chen 2006: 59, Lee 2007a: 114ff.): because the Maoist concept of class was analytically based on
distributive inequality and a friend/enemy dichotomy, workers of the reform era mistake their former lived
experience of collective ownership of enterprises with class identity: “class subjectivity exists in the form
of an oppositional consciousness against the violation of workers' ownership over enterprises and
entitlement to redistributive resources” (Lee 2007a: 114) and not in the form of a lived experience of their
antagonistic relation towards their exploiters (be it a class of bureaucrats or capitalists). To Chen and Lee
class is merely a “moral rhetoric” (Chen 2006: 60), respectively “a cognitive tool that frames protest in
moral terms” (Lee 2007a: 115). Though Maoist ideology and also the need of the Chinese government to
legitimise itself as a Communist Party has surely eased the use of the term “class”, it does not
automatically follow that workers fail to also experience their new material conditions of existence and
relations of exploitation in terms of class.
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“property of the whole people”. Consequently, privatisation was seen as betrayal and an
example of class struggle from above:

“Today's industrial basis in China is built up through blood and lives of workers of several
generations. [...] The Chinese working class joined the revolution in order to control the means of
production, factories and equipment. The working class' control over the means of production has
determined the nature of our country ... Now [those officials] want us to give up the factory and give
the means of production to capitalists and then still call this socialist. It is a gross deception.” (From a
leaflet, in: Chen 2006: 48)

The changing class situation of migrant workers on the other hand was thus not primarily
characterised by a deterioration in status but by a radical change in the nature of the
labour process, i.e. a change from formal to real subsumption of labour under capital. They
usually encountered for the first time the variety of technical and personal domination
known from the history of capitalist development in the West: assembly lines and “scientific
management” dictate the tasks and time of the labour process, a system of foremen
ensures personal control and discipline, fines and penalties are supposed to keep the
workers from slowing down, resting or making mistakes.?* Though working conditions
surely vary substantially between small local suppliers and multinational, capital-intensive
and high-tech manufacturers, where lean and just in-time production dominate and the
labour process is organised in teams (for instance in the automobile industry, see Zhang
2008), working in the SEZ has been accompanied by high physical, mental and social risk.
In Shenzhen most migrants worked twelve to fourteen, sometimes sixteen hours a day in
the year 2000, 47.2 per cent had a seven days working week without any holidays and
only around one third had a labour contract. Between 1990 and 2002 the municipally-set
minimum wage in the Pearl River Region only increased by 68 yuan (Chan 2003). Wages
were withheld regularly and safety measures at work were insufficient: in 1998, 13 workers
a day were losing fingers or arms, over the year 12,189 got seriously injured and eighty
died. Every year approximately twelve workers die from overwork (guolaosi) (see Lee
2007a: 163ff.).

Clearly, processes of rural to urban migration are also related to the agricultural situation.
As arable land in China is scarce and often of bad quality, it provides relatively low
incomes — reflected by the widening gap between urban and rural incomes from 1.66:1 in
1987 to 3.32:1 in 2007 (see Benjamin et al. 2008). While this provides an economic
incentive to labour migration, the persistence of rural households' state-guaranteed
usufruct titles renders arguments of a strict structural imperative forcing rural residents to
take up wage-labour — as in stories of a “primitive accumulation” in China (He 2006, Buck
and Walker 2007, Webber 2008) — illegitimate.? Rather, “the land right system allows

# One specificity about the Chinese capitalist experience however is what Pun Ngai termed the “dormitory

labour regime” (Pun/Smith 2006): workers are usually housed in dormitories on or next to the factory
compound, which ensures a higher degree of control over the workforce, even beyond the time and
space of the working process proper.

% Actually, the discussion of a primitive accumulation in China demands a closer examination of land right

policies. Though here is not the space to address the issue in all its complexity, it has to be stated that
proletarianisation as an effect of expropriation does indeed take place — and not on a small scale.
According to He Qinglian, by the end of 2008 around 78 million peasants have no land (see He 2009:
79). The phenomenon of “peasants without land” is mostly the result of state-led infrastructure or land
development projects, for which — aggravated by China's low ratio of arable land — no land-for-land
compensation is given. However, it has to be qualified that land expropriation in China was not the basis
of endogenous capitalist development but the result of China's integration into already existing cycles of
capital accumulation (e.g. real estate markets in Hong Kong, investment by transnational corporations):
“The separation of agricultural producers from the means of production has been more a consequence of
capitalism's creative destruction than one of its preconditions.” (Arrighi 2007: 365) Studies on the
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employers and the state to sustain a low-wage labor regime, as the cost of the social
reproduction of labor is partly absorbed by the rural communities” (Lee 2007a: 23).

This situation entails two paradoxes: First, it indicates that repossession rather than
dispossession was a decisive factor in China's path to capitalist restoration. Secondly, if
there is no strict economic imperative, subjective, non-economic considerations come into
play. The booming export economy on the basis of migrant labour thus has to be viewed
as being socially driven by the combined effects of the household responsibility and hukou
system — or more precisely, the subjective agency of migrant workers within a room to
manoeuvre defined by regional and rural/urban developmental unevenness, a material
security in the last instance and the political-institutional limitations to population
movement.

At the turn of the millennium — when the first generation of migrant workers was about to
be succeeded by its sons and daughters — the variation of subjective experiences and
aspirations were reflected in a social survey, covering 600 participants: Asked for their
reasons for leaving the countryside 86.5 per cent named “personal development”, 76.8 per
cent were seeking higher qualification and 76.3 per cent were looking for higher income
(see Gransow 2006: 76). The same survey showed that migrants of the first generation
related stronger to the agricultural situation at home (i.e. push-factors) while migrants of
the second generation were focusing on qualification, personal development and city life.
According to another survey conducted in 2001 around half of the migrant population
preferred to live in the cities (see Zhu 2006: 114). However, the hukou-system, informal
employment, separated housing in dormitories or special settlements, low income and long
working hours exclude migrants from the material and cultural life of the cities. In the
1990s, migration thus remained a temporary phenomenon:

“Rural proletarianization in contemporary China is unique in that life as an industrial worker for every

rural migrant is transient, and few have hope of changing their social status from peasant to worker.

The growing roots of an enduring and substantial working-class force are dispersed when migrants
are sent back to their rural hometowns.” (Pun 2005: 48)

While the migrant workforce has been developing towards an almost 50-50 male-female
composition, there have always been certain industrial sectors and geographical regions
characterised by a majority of female workers. In China's economic powerhouse, the Pearl
River Delta, around 75 to 80 per cent of the workforce in the light industry is female
(Solinger 1999: 22, Pun 2005: 54). To the young female workers — the dagongmei, who
are on average between 16 and 25 years of age — migration is also a strategy of gender
empowerment against the background of the patriarchal village: this reaches from an
escape from domestic violence to the hope for a strengthened position in a relationship or
expected marriage stemming from one's improved economic situation. Many young
women moreover left the countryside in order to at least temporarily enjoy the shimmering
attractions of the city, before they would return home after one year or two. However, their
real experience of city life is often overshadowed by their hard, monotonous and boring

capitalisation of agriculture in China confirm that the rule seems to be the paradoxical commodification of
rural labour without dispossession: “Because collective land ownership restricts village authorities from
disenfranchising rural residents from their land, it also restricts companies from denying village residents
jobs on company production bases. Without such a restriction, an enclosure movement led by
agribusiness could easily throw many farmers off their land and into the army of reserve labor. In this
form of vertical integration, farmers become semi-proletarian. They still have an entitlement to collective
land (and, in fact, often receive rent), but they have to sell their labor to the company for wages.”
(Qian/Donaldson 2008: 39)
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work (Pun/Li 2008). One young women contrasted factory work, respectively “work for the
boss” (dagong), with the organisation of production in the village:

“We Chaozhou girls have a tradition of doing embroidery work at home. Our mothers taught us and
we got subcontracted work to do after school. Usually there were ten to fifteen girls sitting together,
joking while working. ... Working is different from dagong. When you work you can arrange your time
freely, but when you dagong, there are rules from your boss. You'll be scolded if you refuse to work
or do something wrong in the factory. ... In the beginning, everyone here cried a lot.” (a female
worker, in: Lee 1998a: 114f.)

Compared to their urban counterparts who identify themselves as “working class”, migrant
workers were torn between a growing distance to rural life and their unfinished
proletarianisation and second-class status in the cities:

“We [migrants] are neither peasants nor workers. | don't know how to farm the land anymore after so
many years away from home. When | was young they planted seedlings by hand, now they use a
new throwing method. ... We are not real workers either. With so little education and skills, and the
job market so fluid, we can be dismissed anytime.” (a female migrant worker from Hunan, in: Lee
2007a: 224f.)

During the period of the 1990s, workers' resistance against increasing exploitation,
exclusion and impoverishment began to grow — though cautious and slowly at first. In
order to cope with the dangers of the migration process and to alleviate the pressure of
factory work, many migrant workers formed social networks according to kinship relations,
ethnic origin and language (dialect). While these networks are often also instrumental to
the factory hierarchy and consciously used by factory owners in regard to recruitment and
wage policies, to the first generation of migrant workers they provided a form of social
cohesion from which to carry out acts of mutual help and assistance — acts that Pun Ngai
termed a “minor genre of resistance” (Pun 2005 187). Similarly, prior to privatisation the
dominant feature of workers' resistance in the state sector was characterised by “collective
inaction” (Lee 1998b), i.e. the refusal to work, absenteeism, slow work or sabotage —
means of resistance that can be observed in almost every process of industrial production.
One female state worker explained her reaction to the commodification of her labour as
follows:

“You can see that many of us work without effort (chugong buchuli). Workers labor with an eye on
their wages only. When the amount is as little as 400 or 500 yuan, merely enough for a good family
meal in a restaurant, that's too little. That's why we work at an easy tempo, to save our nerves on the
job. Reforms have not made us more motivated or harder working. ... In our factory, the low wage
rates just cannot induce us to work. I'm willing to work hard if there is real money to be earned. [...]
You see, many of us are getting 300 or 400 yuan a month, but every fine easily costs us more than
50 yuan. So do you think it's more rational to stop working rather than risk being punished?” (a
female worker, in: Lee 1998a: 9f.)

The mass-layoffs after 1996, however, added fuel to the fire. Though still being a minority,
about 24 per cent of laid-off SOE workers interviewed in a social survey turned to
collective action on and beyond the shop-floor (Cai 2006: 36). As fig. 1 indicates, labour
protests and “mass incidents” — that is, disturbances of social order, riots, criminal mischief
etc. — have continuously increased since the mid-1990s.%°

% As strikes are illegal in China, there are naturally no official strike-statistics. An estimation of the

quantitative development of labour protests thus has to rely on the numbers collected by governmental
institutions concerned with the meditation and settlement of reported conflicts. Numbers on mass
incidents stopped being officially released after 2001.
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Figure 1. Labour protests and mass incidents in China 1993-2009
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Sources: Labour disputes reported for arbitration and mediation, labour disputes handled in court: 1996-
2006: Schucher 2008. All data post-2006: statistics compiled from various official sources by the China
Labour Bulletin, http://www.clb.org.hk/en/node/100618.

Mass incidents: 1993-2004: Tanner 2004 (based on statistics released by the Ministry of Public Security);
Data post-2004 has been collected from singular newspaper reports or statements by government officials
(Freeman 2010, CLB 2009).

Ching Kwan Lee coined the terms “protests of desperation” to describe the content of
SOE-workers' protests, distinguishing them from “protests against discrimination” of the
migrant workforce (Lee 2007a: x) — while state workers protested against the dissolution of
public redistributive mechanisms and saw their social reproduction challenged, migrant
workers protested against their second-class status in the cities, but could still turn to a
secure reproductive base in the form of arable land in the countryside. Concerning their
form, labour protests of the late 1990s and early 2000s have been characterised by
“cellular activism” (Lee 2007a: 230). Protests erupted spontaneously at the local or factory
level and aimed at forcing higher level administration to intervene and arrange for
mediation: “massive cross-factory turnout was a chance incident that portended the
specter of unintended radicalization rather than the workers' strategy or capacity for lateral
mobilization” (ibid.).?” According to Lee, this ephemerality of workers protests forestalls the
formation of collective class-identity (see Lee 2007a: 239). Instead of class-formation, Lee
sees the generalising impact of workers’ struggles in their focus on the law — state workers
tend to take to the streets to get jurisdiction working, while migrant workers turn to legal
measures as a primary means:

" These observations are backed up by Cai Yongshun's study on laid-off SOE-workers' protests (Cai 2006:

120ff.).
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“All these struggles tend toward a convergence on the law as the terrain of refashionable state-
society relations, class and citizenship formation, and collective mobilization.” (Lee 2007a: 236f.)

These characterisations seem to draw a legitimate picture of the potential and limitations
of workers' agency in the late 1990s and early 2000s. The emerging capitalist classes from
the ranks of former enterprise directors and party bureaucrats — merging with foreign
investors into a transnational class — not only increased their power against the remnants
of the bureaucratic state class. China's working classes were subjected to fierce
exploitation, fuelled by competitive pressure, which gradually translated from the private
and foreign-invested economy into the domestic public sector. The situation of SOE-
workers was clearly deteriorating and their struggles were almost completely defensive in
nature. The new-born migrant working-class on the other hand measured its experience of
capitalist exploitation against the background of the even more precarious situation in the
countryside. Income gaps and an agricultural “exit-option” provided the structural
conditions that made them choose to work in the SEZ — but it also prevented a
radicalisation and escalation of protests. However, the inner composition of the migrant
workforce underwent a change from the first to the second generation at the end of the
1990s, making way for new aspirations and experiences — and privatisation was
transitional, stripping the urban working-class of its privileges and levelling the structural
differences between the rural and urban workers. The new millennium was about to
witness a new round of workers' self-activity on a repeatedly changing socio-economic
foundation.

2.3 Social democratisation: post-2002

After a decade-long, uncompromising and successful attack on the Chinese working
classes, the period of 2002 until the present has been characterised by growing material
concessions and integrative social policies — in the face of radicalising labour protests. In
2002 Jiang Zemin was succeeded by Hu Jintao as paramount leader of the CCP — a
change in leadership comparable to a switch from conservative to social-democratic
governments in Western Europe. With accession to the WTO in 2001 and capitalists
officially becoming CCP-members in 2002, there was neither the intention nor the potential
to revoke the fundamental socio-economic transformations of the last 25 years through an
imposition from above. Instead, the Hu and Wen administration tried to substitute
diminishing administrative control over the economy through tighter legal, fiscal and
monetary control, attempting to counter an overheating of the economy and growing
regional imbalances. In order to bring back rules and regulations to the laissez-faire
capitalism in SEZ, its hard-to-control migrant workforce and social tensions in the cities,
under the slogan of a “harmonious society”, it launched a programme of corporatist
inclusion and the channelling of social conflict.

As WTO-membership loosened domestic market barriers against imports and international
investment, the remaining SOEs had to face increasing competitive pressure from foreign-
owned and private enterprises. Their employment capacities were further shrinking and
more and more urbanites were forced to take up work in the secondary labour market
(Braun 2006). At the same time, WTO-membership eased China's access to export
markets. Especially manufacturing exports increased significantly: the value of light
industrial exports (including textiles) grew by approximately 600 per cent between 2001
and 2008 as compared to 190 per cent between 1994 and 2001. For the same periods,
exports in machinery and transport equipment increased by 710 per cent and 433 per
cent, respectively (China Statistical Yearbook 2009).
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The Chinese economy thus became increasingly dependent not only on foreign
investments but also on global economic imbalances, first of all the United States' trade
deficit and its persistence of debt-financed demand for cheap consumer goods amongst
the US working class. The risks of this global political economic configuration were
painfully felt when the world economic crisis hit China in 2009 and around 40 million
migrant workers lost their jobs. Nevertheless, prior to the crisis, the rapid growth of the
export economy had increased the bargaining power of China's workers in the labour
market — in 2004, labour shortages of about 2 million workers were reported for the Pearl
River Delta (Holland 2004: 42). With the 11" Five Year Plan of 2006, the Chinese
government announced a shift in developmental strategy, which, it was hoped, would
strengthen domestic consumption, focus on a shift from low- to higher-value-added
production and move away from export-dependency (Holbig 2006). This plan was related
to fears of growing inner social tensions, as it became obvious that the Chinese working
classes were increasingly unwilling to bear the cost of economic growth.?®

Since 2003 an increase in spontaneous strike-activity amongst migrant workers can be
observed (http://www.gongchao.org/de/texte/2008/pun-ngai-interview). It is especially the
changing subjective experiences and aspirations amongst the second generation of
migrant workers, which accounts for growing radicalism. Pun Ngai and Lu Huilin have
argued that the second generation of migrant workers has subjectively lost its ties to the
countryside, feeling “a deeper sense of anger and dissatisfaction than that of their first
generation, accompanying the realization that they are completely cut off — there is no
return to their hometown” (Pun/Lu 2010: 512f.). Doubts can thus be raised against Ching
Kwan Lee's assumption that the persistence of a reproductive base in agriculture poses a
limit to the radicalisation of migrant workers' struggles. Also, an analytical separation of
SOE-workers' “protests of desperation” and migrant workers' “protests against
discrimination” seems to lose its validity, because working conditions in enterprises with
different ownership structures converged — and so did the means by which workers resist
exploitation:

“[In 2003] the SOE reform which culminated in privatization had basically finished. [...] [I]n the post-
reform enterprises, the wages, welfare and working conditions had lost any significant difference with
the FIEs and POEs. [...] [T]he previous SOE employees (urban employees) in the post-reformed
enterprises also started to strive for their own rights and interests by strikes. And also, the basic
demands of the urban employees and peasant workers were towards convergence as most of them
involved directly [demanding] a wage rise and working conditions improvement. This is because
there is no significant difference between the post-reformed previous SOE and FIE and POE in
terms of their management strategies and employment conditions, with the employment conditions in
some [former SOEs] being even worse than the latter.” (China Labour Bulletin, in: Chan 2008a: 361)

As wildcat strikes, spontaneous demonstrations, road blockages, factory occupations,
riots, criminal mischief and attacks on bosses and officials increasingly became the means
by which workers articulated their grievances and fought for their interests, also the
“cellular” and legalistic character of workers' struggles had to be called into question.
Comparing strike waves in Shenzhen between 1993 and 2007, Chris Chan found that

“workers learned from their experiences and from each other; this way their struggles improved
strategically over time. 1993 and 1994 their activities remained limited to the factory ground [...]. In
2004 and 2007 they started to march onto the highway to attract public attention and provoke state
intervention. In 2004 workers transmitted their “combat experience” to a new factory in a different

2 Though the annual minimum-wage increase between 1995 and 2007 was 11 per cent on average (ILO

2008: 13), 72,5 per cent of migrant workers were owed back wages in the early 2000s (Lee 2004); and
inflation, especially food price increases, further reduced real incomes (Burkett/Hart-Landsberg 2006:
24f.).
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city. In 2007 the workers of two factories of the same company coordinated a mutual strike.” (Chan
2008b: 319)

Protests tended to be better organised and continued for a longer time than Lee found for
the late 1990s (Chen 2008: 88) — and they transcended legal premises:

“The strike of 2007 showed very clearly: As the law was as far as possible complied with but did not
fully satisfy the workers' interests, their demands transcended the enforcement of the law as a matter
of course. Undoubtedly their struggle was rather based on interests than on rights.” (Chan 2008b:
323)

In order to satisfy the material demands of the working classes, a high level of economic
growth was critical. But, considering the vulnerability of global economic ups and downs,
the Hu and Wen administration also began to install institutional safety valves in order to
prevent — or at least channel and de-escalate — social conflict. A key aspect to this project
was a thorough reform of industrial relations: the enactment of new labour legislation and
an extension of corporatist control over the workforce. A leading instrument in the
orchestration of social control and unrest was the All-China Federation of Trade Unions
(ACFTU), China's only legal union structure.

The ACFTU is not and never was a representative workers' organisation. Traditionally it
was the CCP's “transmission-belt” to the SOE-shop-floor, supervising the production
process and organising social services for the urban working class. Today it is legally
bound to “assist the enterprise or institution in properly dealing with the matter [of labour
conflicts] so as to help restore the normal order of production and other work as soon as
possible” (Trade Union Law of 2001, § 27); or, as one union official put it in a nutshell:

“You can't focus only on workers ... it doesn't benefit the enterprise as a whole. If you mobilize the
workers against the boss, then the enterprise may go bankrupt. You should promote the interests of
capital and you can protect the basic interests of workers.” (In: Howell 2008: 861).

In order to translate its pacifying capacities into the private economy as well, where the
majority of workers were registered with an urban hukou and employers and local
governments resisted unionisation, a “bottom-up” mechanism for the formation of
enterprise unions had to be introduced.?® Also, Hu Jintao had to recognise migrant workers
to be part of the “productive workforce” in 2003, before the ACFTU could officially organise
them (see CLB 2005). For the year 2006 the ACFTU could already claim that about 60 per
cent of its 169,942 million members were organised in the private economy and 24 per
cent of all members were migrant workers (ACFTU 2007). Even though there has been a
lot of debate on inner transformations of the ACFTU (e.g. Chan 2005, Howell 2008, Wang
2007) — and despite the fact that there are undeniably progressive cadres within the union
structure — the unionisation of the private economy must be read as “a political attempt to
secure the submissive role of workers, along with restoring advantages over TNCs, in the
changing relationship among the state, the market and individual workers” (Wang 2007:
205).

The enactment of the 2008 Labour Contract Law — which met open opposition of
employers, investors and foreign chambers of commerce — also redefined the legal and
institutional conditions for workers' agency. The law has not so much introduced new rules
but rather sanctioned the 1994 Labour Law. In extending the coverage of labour contracts
it marks a considerable push towards the formalisation of wage-labour relations. It

2 With the revised Trade Union Law of 2001 Trade unions can now be established in enterprises with more

than 25 employees on the initiative of workers, depending on acceptance from higher levels of the
ACFTU. In addition, staff of smaller enterprises may unite in one conjoint union, and trade union cadres
can be sent on “mission” into non-unionised enterprises (see Qiao 2007: 210f.).
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strengthens employment protection, regulates temporary employment and promotes
collective labour contracts — and it specifically institutes the unions as supervisory organs.
It also stipulates adherence to locally set minimum wages and sanctions wage restraints
(see, Luo and Chaoud in this volume). On the one hand, the Labour Contract Law and the
Dispute Arbitration and Settlement Law of 2008°° — which also strengthens the unions in
their role as mediators of labour conflicts — stipulate legal claims against employers, which
have a certain empowering effect on workers. On the other hand, procedures for dealing
with workers' grievances are now defined and conditioned by legal standards — limiting the
realm of workers' self-activity and providing means of pre-emptive action to state and
capital.>’ When the world economic crisis hit China in early 2009, the parts of the new
legislation that benefited were suspended while the ACFTU refused to negotiate wage
increases (IHLO 2010b). Consequently, workers do not feel that the unions are useful to
them:

“Workers see all this with crystal clarity, which is why they don't bother with their unions when they
are disaffected. Not a single worker | interviewed in the middle and late 1990s thought the labor
unions had any significant role in representing workers or advocating for their interests. Most said so
out of ignorance about the union rather than active antipathy toward it. In other words, for them the
union was, in the main, irrelevant.” (Blecher 2008: 265)

The 2010 strike-wave that began in the automotive industry and led to minimum wage
increases of about 20 per cent in nearly all provinces (CLB 2010), was as usual organised
and executed outside the ACFTU structure — though for the first time, capital-intensive
industries were affected on a large scale (see, Hui in this volume). When union leaders
openly counteracted the potential emergence of a labour movement by physically
attacking the young interns and workers on strike at Honda Auto Parts Manufacturing Co
Ltd in Foshan, the Chinese experience of labour struggles even wentbeyond Piven and
Cloward's observation that organisers “typically acted in ways that blunted or curbed the
disruptive force which Ilower-class people were sometimes able to mobilize”
(Piven/Cloward 1979: xxii). However in the post-2002 period this “disruptive force” was
apparently sufficient enough to grind out wage increases and legal concessions. More
than that, the effects of increasing labour unrest were not limited to domestic socio-
economic change. The growing number of strikes since the mid-2000s led to wage hikes in
the light industry, which in turn induced capital relocations to China's low-wage
neighbouring countries (especially in the garment and textile industry; Bloomsberg
Businessweek 2008). Fulfilling assumptions on a linkage between capital relocation and
labour unrest (Silver 2003), new strike-waves and wage increases could soon be observed

% For labour disputes in SOEs a regulation on arbitration had already been formalised in 1987, which was

extended to a general system in 1993 (enacted together with the Labour Law 1994/95) and reformulated
as a separate law in 2007/2008. Cases such as workers being unsatisfied with pay, working conditions,
insurance and welfare, dismissal etc. as well as employers’ complaints about damaged equipment or
skilled workers leaving the factory are supposed to be handled by a ftripartite committee of
representatives from the local Labour Bureau, the trade union and the enterprise — established on a
regional basis from enterprise to provincial levels (Shen 2007: 110ff.). Once initiated, a process of
complaint may follow three steps: mediation by the Labour Bureau, arbitration by the committee involving
juridical measures, and litigation in court. Before filing a lawsuit, consultation of the arbitration committee
is compulsory and only unsettled disputes (also for reasons of one party rejecting arbitration) go into
litigation (ibid. 127). Between 1995 and 2004 persistently around 93% of cases dealt with by the
arbitration committee were settled, with around half of the cases being decided in favour of employees.
However, these cases have been less than submitted (the statistic lists all complaints without
differentiating between cases submitted by workers or employers) (ibid. 117).

' The steep increase in arbitration cases in 2008 (see Fig. 1) can at least partly be attributed to workers'

growing awareness of their legal situation in combination with the extension of mediation-procedures.
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in Cambodia and Viethnam as well (Christian Science Monitor 2010). With fully-fledged
integration into the global capitalist economy, the vulnerability of China's workers has
increased — but, as the lessons of the last decade have taught us, so has their potential to
resist exploitation and wrest concessions from capitalists and the state, rendering workers'
agency a considerable factor not only in domestic China, but in the global political
economy as a whole.

2.4 Conclusion

China's post-1978 development was fundamentally determined by a transformation of
class relations. This transformation was not a mere after-effect of the evolution of a market
economy or the law of value. Instead, it was the outcome of a shift from state administered
welfare provisions to leaving workers most vulnerable to market forces by a variety of
political, legal, and administrative measures. Struggles between workers and their
exploiters (be it owners, managers or state bureaucrats) were predominantly carried out
within the confines of the central state class, which transferred its monopoly on the
appropriation of society’s surplus to local administrations and public and private managers,
thereby leaving its redistributive tasks to market operations. This dynamic proceeded
spatio-temporally unevenly between regions and sectors. The reform of the state sector —
first through the Contract Responsibility System and ultimately through privatisation —
generated a new class of capitalists that stood in close relation to state administration and
fostered further reforms, pressured by increasing competition in the market place. The
urban working class was gradually subjected to the control of private or semi-private
management and saw its entitlement to non-commercialised welfare eroding. Gradually
but steadily the implementation of a labour market led to the replacement of state planning
by capitalist rationality. Because China's agricultural sector maintained a high degree of
non-market reproduction on the basis of state-guaranteed subsistence farming, a full
proletarianisation of the population was prevented for a long time. Instead, private
household production was revived, allowing peasant families to freely decide on the use of
their labour. Land reform and TVEs stabilised the semi-proletarian situation of China's
peasants for a long time and evoked a rapid rise in the rural living standard. Nonetheless,
the development of SEZ increased competitive pressure on the remaining forms of
collective and state-controlled production and accelerated their demise.

Howeve, it was neither the Chinese state nor international capital alone that triggered this
development. Rather, the specific combination of endogenous political and social
processes under conditions of already existing exogenous capitalist rationality led to a
fusion of Chinese and global capitalism. Subjective experience and practices of workers
and peasants were of specific relevance to China's post-1978 development. Especially,
domestic migration has led to the prospering of private and transnational enterprises in the
coastal regions. With the exception of “peasants without land”, migration was not triggered
by dispossession and the destruction of a reproductive economic base independent from
the market, i.e. it is insufficiently substantiated by reference to objective economic
development. Their semiproletarian situation indeed put China's peasants in a position that
allowed for their continued engagement with agriculture, while one or more family
members would become temporary migrant workers. This semiproletarian situation seems
to come slowly to its end as for the second generation of migrants a return to the
countryside has become less and less feasible. Since the restrictions of the hukou-system
prevent rural migrants from becoming city dwellers, they have become a highly vulnerable
and overexploited workforce. Some have responded with open protest to their condition.
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Workers' experiences of reforms have been ambivalent. Both peasants and workers have
tried to seize the opportunities of personal freedom and material prosperity by looking for
employment in the private economy. Yet, they also felt uneasy about the impact of the
reforms on the ways they were used to work and consume. Urban workers had to grapple
with the erosion of their welfare safety net, while rural migrants faced institutional and legal
discrimination in the cities. Whereas the laid-off urban workers of the 1990s used to make
sense of these developments in terms of “class” or “class struggle”, the mingong's self-
perception still oscillates between the identity of a peasant and that of an exploited
underclass. These experiences are strongly rooted in the material changes Chinese
society has witnessed in the last 30 years, and China's workers address their discontent
with increasing intensity.

The Chinese trade unions offer no room for workers to defend their rights independently.
Individual union cadres are not to be blamed for the meek defence of workers. Democratic
centralism, management control over enterprise unions and strong dependence on central
CCP-policies enfeeble the trade unions. Though the unions underwent an internal
transformation and are to fulfil new social roles, such as having an increasing say in
dispute arbitration, social bargaining and supervision of labour contracts, their paternalistic
nature has not changed. The concept of “harmonious labour relations”, worker-friendly
labour laws and especially conflict mediation procedures provide powerful instruments in
the hands of Chinese policy makers to keep social unrest in controllable dimensions.
However, as socio-economic antagonisms deepen and workers learn from past struggles,
social conflict is unlikely to decrease in the near future.
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3. Collective Contracts, but no Collective Bargaining

Siqgi Luo

The current system of collective bargaining and collective contracts was introduced into
China in the early 1990s, more than a decade after the beginning of economic reform. As
the assumed unified interest between labor and capital in the planned economy has
rapidly disappeared, labor-capital tensions have increased. The large-scale dismantlement
of traditional state-owned enterprises, combined with a growing low-wage sector, pose
new challenges to the whole society. In this context, a collective bargaining and collective
contract system, which has the potential to achieve economic stability, rationalize new
forms of labor relations and maintain industrial peace, has drawn increasing attention,
particularly in recent years, as the economic reform deepens.

Nevertheless, the actual status of this mechanism in China seems rather problematic.
Although the number of collective contracts has rocketed, collective bargaining barely
exists. Over the last few years, relevant laws and regulations have been constantly
improved but there has been little progress in implementation. Among many obstacles is
the often ambiguous nature of the laws themselves. In addition, individualized
determinations of labor standards have become common practice in all types of
enterprises. Underlying these phenomena is the complicated relationship among the state,
capital, trade unions, and workers, which is embedded in the distinctive labor history of the
planned economy (Walder, 1986: 302), both during the transition period and at present.

Collective bargaining should be a process in which both labor and capital participate, with
a balance of power between both sides. Through equal dialogue and negotiation,
collective bargaining usually concludes a collective contract, which contains improved
labor standards as well as regulations about collective labor relations. This system has
played a significant role in industrialized economies and continues to take the lead in the
industrial relations of many countries, even under globalization and neo-liberalism (e.g.
Vissel, 2005: 31). However, collective bargaining has not really functioned in China,
despite more than fifteen years of enforcement. This study aims to identify the roots of this
problem. Primarily, the whole range of policy and legislation related to collective
bargaining, including the actual conditions of implementation, is examined. Both the legal
and practical problems within the existing form of labor relations are analyzed. Such
problems can only be explained by examining the power status of and interactions
between the different actors of industrial relations, which have not just shaped the current
conditions, but may also open a new prospect for collective bargaining in China.

3.1 Development of Labor Law

Labor relations in China have come under criticism. At the international level, the low-wage
export-oriented development path pursued by China has often been regarded as being
against international trade rules and labor standards (She and Fu, 2001). In addition, the
debate about the nature of trade unionism in China, especially about its close linkage with
the state, has never stopped. In China there is only one legal trade union, the All China
Federation of Trade Unions (ACFTU). Employees have the right to form unions at other
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levels but they must belong to the ACFTU and follow its leadership.” Domestically, the
economic reform since 1978 has gradually built up a now rapidly-growing market
economy, but at the same time it has led to increasing inequality in the distribution of
economic, social, cultural and information resources (Lu, 2002). The relative stagnation of
social and political reform, in contrast to the economic field, has led to the instability of
industrial policies, as well as to the immature status of the major players in industrial
relations. Consequently, labor-capital conflicts have emerged, and from time to time
intensified (Lee, 2007).

Within the process of economic reform, significant labor-related changes have taken place.
A capitalist market system has been introduced with the following features; establishment
of an employment contract system, a labor market, multiple types of enterprise ownership,
distribution according to production factors, etc.. In the field of collective labor relations, the
collective bargaining and collective contracts system has become the response to
international and domestic pressures, as well as the instrument to build up harmonious
labor relations in China.

Generally speaking, the right to collective bargaining is granted by national level law and
policies in China. Although collective contracts used to be signed in state-owned and
cooperative enterprises between 1949 and 1958, this practice was completely abolished in
the following decades. The current system has only gradually been established since the
early 1990s. As the conflict of interests between labor and capital has inevitably emerged
following the economic reform of 1978, rule-making, including in the field of labor law, has
drawn much attention in the newly-built market economy. In the 1980s, collective contracts
were initially signed in a number of joint ventures and then experimented with in a few
enterprises. Nevertheless, this process has only become institutionalized in the 1990s.

The first law that laid the legislative groundwork for the current system was the 1992 Trade
Union Law. According to the second part of Article 18, "Trade unions can represent
employees to sign a collective contract with the administration of the enterprises or
institutions. The draft of a collective contract shall be submitted to and passed by the
employees' congress or all employees." In the amended Trade Union Law of 2001, the
right of collective bargaining and signing of collective contracts is again emphasized as a
trade union right, and Article 20 legitimizes the support from unions at higher levels. In
addition, in case of any disputes over the implementation of a collective contract, trade
unions could firstly appeal to labor arbitration and even go to court.

The implementation of collective contracts, in particular, is mainly based on the 1994
Labor Law, which is also the most fundamental legal rule in the field of labor relations in
China. It is the highest level of law with regard to collective bargaining and collective
contracts, and for the first time, it provides relatively comprehensive regulations, including;
the content of collective contracts, the major actors, the legal effect, as well as the
resolution of disputes. Firstly, Article 33 stipulates that, "Employees can sign collective
contracts with enterprises with regard to wages, working time, rest and holiday,
occupational safety and health, insurances and welfare, etc." In addition, the procedure
that the draft of any collective contracts should be submitted and passed by the
employees' congress or all employees remains the same. The same Article also states

' In this text, the ACFTU is referred to as 'the trade union', and 'trade unions' means trade unions in more

general sense. In China, there are "grassroots unions" and three levels of "upper unions". A "grassroots
union" is based on one enterprise, institution or organization (Article 22 of the Constitution of the Trade
Unions of the People's Republic of China), while the three upper levels unions include district (county)
unions, provincial (city) unions, and the national federation, the ACFTU.
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that, "In enterprises without established trade unions, representatives elected by
employees can sign collective contracts with enterprises". The following Articles, 34 and
35, are concerned with the effectiveness of collective contracts. Signed collective contracts
can take effect only after they are reported to the labor administration, and the latter has
no opposition within 15 days. A legally-signed collective contract applies to the entire
enterprise and all employees, and labor standards in any individual employment contract
shall not be lower than those in the collective contract. Furthermore, Article 84 of the same
law regulates the resolution of two types of disputes regarding collective contracts. With
regard to disputes about signing collective contracts, the labor administration of the local
government can organize both sides to come together for settlement. In the case of
disputes about implementation, each party of a collective contract can apply for arbitration
of the dispute, and, if they are unsatisfied with the arbitrated award, even appeal to the
court within 15 days.

The Collective Contract Provisions, which are the concrete rules for implementin% this
system, were firstly promulgated by the former Ministry of Labor and Social Security“ and
took effect from January 1, 1995, the same time as the 1994 Labor Law. In 2004, this
regulation was abolished and replaced by a new version. The new Collective Contract
Provisions provide more detail about the content of collective contracts, the parties of
collective bargaining, legal procedures, the terms and effectiveness of collective contracts,
inspection by the labor administration through the labour inspectorate, as well as dispute
resolution procedures related to collective contracts.

In the Labor Contract Law, which took force from January 1, 2008, as many as 11 articles
mention collective contracts. More importantly, there are some major improvements to
collective bargaining and collective contracts, which at least show increased attention to
the implementation of this mechanism. It is the first time that provisions for special
collective contracts®, as well as for sectoral and regional collective contracts have been
written in a national law, although the ACFTU, together with other relevant organizations,
has promoted such contracts since 1996. Special collective contracts, referred to in Article
52, include those on occupational safety and health, protection of female workers, and
wage adjustment mechanisms. Moreover, according to Articles 53 and 54, sectoral or
regional collective contracts can be signed in construction, mining, catering, and other
sectors at below—county4 levels, which apply to all enterprises and employees in a specific
sector or region. Since these industries usually involve medium and small enterprises, with
low union density and poor working conditions, such regulations seem significant for
defending labor rights.

As well, in the 2008 Labor Contract Law, the standards agreed to in collective contracts
are apparently taken more seriously. In case of disputes about labor standards in
individual employment contracts, e.g. no fixed terms or unclear standards, collective
contracts must be followed. In addition, Article 75 clearly gives the labor inspectorate the
right to check relevant materials in collective contracts, whereas this had always been a

2 The former Ministry of Labor (before 2003) or Ministry of Labor and Social Security (2003-2008) has
been renamed as the Ministry of Human Resource and Social Security since March 11, 2008.

Before this, such contracts were mainly written in the documents of the ACFTU, and only once in the
2004 collective contract provisions promulgated by the Ministry of Labor and Social Security.

The word "county" is used to translate the Chinese term xian (&), on Mainland China under the People's
Republic of China, counties are the third level of local government, coming under both the province level
and the prefecture level and above the town and village levels.
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blurred area before. Last but not least, the role of trade unions is given more importance;
particularly in terms of building up this mechanism at enterprise level (Article 6) and in
dealing with relevant disputes (Articles 56 and 78). Interestingly, this new law confirms the
stipulation in the 2001 amended Trade Union Law that in enterprises without established
trade unions the "upper union" shall guide employees to elect representatives in order to
sign collective contracts with enterprises. In case of disputes, "trade unions" can legally
require enterprises to assume responsibilities, or "trade unions" can apply for arbitration
and appeal to the court. It is noticeable that, in former statues and policies, this was
formerly the right or obligation of "employees" or "labor representatives".

In recent years, as wages become the most important issue in Chinese labor relations, the
special collective contracts have become separately emphasized and conducted,
especially following wage negotiations. The, Proposed Regulations on Wage Collective
Negotiation of 2000, has provided relatively comprehensive content and procedures on
wage negotiation. Furthermore, a new Wage Regulation has been on the legislation
agenda of the State Council for three years. Although, up until now (February 2011), there
is still no clear sign of official promulgation, once it is promulgated this regulation will
become the wage law in China with the highest legislation rank. The draft includes detailed
clauses on wage distribution and wage negotiation. However, given the strong opposition
from employers, and the fact that it has been repeatedly revised, it is very unlikely that this
act alone can bring real reform to the current system of collective bargaining.

As can be seen, China has a relatively comprehensive range of law and policies on
collective bargaining and collective contracts (See Table 1.). Nationwide, governments or
relevant departments of all provinces (including autonomous regions and municipal cities)
have issued special documents on collective contract.

Generally speaking, a basic legal framework for collective bargaining and collective
contracts has been built up in China and major principles are in accordance with
international practices. According to the laws and regulations, both employers and
employees have the right to request, as well as the obligation to accept, collective
bargaining. Collective contracts, including special collective contracts, have legal effect for
all employees in the corresponding employment units, whereas industrial or regional
collective contracts are effective for all employees and employers in respective industries
or regions. Another example is good faith bargaining. Although the law does not directly
mention it, the regulations issued by the Ministry of Labor require that both sides should
equally cooperate and mutually respect each other in the process of collective bargaining
and of signing collective contracts. Some legal procedures, e.g. the rule that drafts of
collective contracts need to be passed by employees, and that collective contracts should
be in written form and signed by both sides, are also consistent with international
standards. At the same time, the law and policies also have distinctive features. Some
forms and procedures of collective bargaining and collective contracts have certain
"Chinese characteristics", such as the focus on collective contracts rather than bargaining,
inspection of signed collective contracts by the labor administration and silence on the
right to strike. These features have, at least partly, contributed to the diversified and
generally unsatisfactory implementation of this mechanism in China.

"Upper union" usually refers to the union at one administrative rank higher than the existing one. As
mentioned in an earlier footnote, in China there are “grass roots” unions and three levels of “upper
unions”, with the ACFTU being the highest.
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Table 1. Major Laws & Regulations on Collective Bargaining & Contracts

Title Year of Organization Relevant articles

Trade Union Law 1992 Standing Committee, the Article. 18
National People's Congress

2001 Standing Committee, the Article 6, 20
(Amended) National People's Congress

Labor Law 1994 Standing Committee, the Article 33-35; 84
(Effective National People's Congress
01.01.1995)

Labor Contract Law 2008 Standing Committee, the Article 6; 11; 18;

National People's Congress | 51-56; 75; 78

Regulations

Collective Contract 1994 Former Ministry of Labor
Provisions (Effective
01.01.1995;
Abolished
in 2004)
2004 Former Ministry of Labor and Social Security
Proposed Regulations | 2000 Former Ministry of Labor and Social Security
on Wage Collective
Negotiation
Wage Regulation Not yet Ministry of Human Resource and Social Security
(still on
legislative
agenda)

Source: own compilation.

3.2 The spread of collective contracts in China

In theory, collective bargaining could initiate a platform for achieving more rational labor
relations in China. Due to the role of China in today's global industrial world, an effective
system of collective bargaining might also have a positive flow-on impact on other low-cost
locations, when faced with the open offensive of capital in the name of investment. In
practice, by the end of September 2010, 1.408 million collective contracts had been signed
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in China, covering 2.439 million employing units and 185 million employees®, a significant
increase from the 1.247 million collective contracts signed by September 2009. At the
same time, among the 13 million enterprises in China, more than 10 million are small to
medium-sized ones, where regional and industrial collective bargaining has gradually been
recognized as an effective choice. According to the ACFTU, up until September 2009,
there were 150,000 regional collective contracts, covering 962,000 enterprises and 41.975
million employees. In addition, 990,000 sectoral collective contracts covered 307,000
enterprises and 18.868 million employees. In particular, there were 512,000 wage
contracts for 902,000 enterprises and 61.776 million employees.” However, given the total
employment of 780 million at the year end of 2009°, more than 60% of employees were
still not covered by any form of collective contracts or special contracts. While the
statistical data from the Ministry of Human Resource and Social Security is a bit different,
recording more than 700,000 effective collective contracts covering nearly 100 million
employees®, the number of collective contracts is still very large.

Nevertheless, these stunning numbers do not reflect the genuine function of collective
bargaining and collective contracts. Rather, they are the direct result of "quota" policies set
by the ACFTU (Pringle, 2005). In fact, the director of the legal department at the ACFTU,
Mr. Liu, Jicheng, publicly admitted that only 20% of existing wage negotiations may
actually function.® Many scholars and practitioners would regard the actual
implementation as even less satisfactory (e.g. Clarke et al, 2004). If looked at closely,
collective contracts mostly contain the basic labor law clauses. The content has not
resulted from specific environments and rules of enterprises (Brown, 2006) and does not
reflect the actual interaction and power of labor and capital. In many cases, the collective
contracts in different enterprises have the same form and the content is merely a copy of
sample contracts issued by local government, or trade unions at higher levels. According
to a survey of state-owned enterprises (Taylor et al, 2003: 251-252), there are three types
of clauses in collective contracts. The first are clauses related to principles and forms, e.g.
requirements of negotiators. The second are clauses that need to be carried out by both
sides. The last are clauses that outline the responsibilities of both sides and the duration of
the contracts. As the major part of a collective contract, the second type of clause
accounts, on average, for 70% of the text, within which, 60% of the clauses are exact
sentences copied from the labor laws, 20 to 30% refer to legal stipulations, and only about
10% are about labor benefits. The same survey also shows that successful claims by
employees are mostly backed by clear evidence in laws. Otherwise even reasonable
requests by trade unions would be rejected by employers. A recent study on the labor

6 People's News, The "two universal" activity of the trade union in 2010 achieved good results, January

19, 2011, http://acftu.people.com.cn/GB/13771665.html.

Xinhua Net, official data released by Mr. Zhang, Jianguo, the director of collective contract department at
the ACFTU, The ACFTU interview on how to implement collective contract "rainbow" plan, June 04,
2010, http://news.xinhuanet.com/politics/2010-06/04/c_12181248.htm.

National Statistics Bureau of China, Statistic Report on National Economy and Social Development in
2009, February 25, 2010, http://www.stats.gov.cn/tigb/ndtjgb/qgndtjgb/t20100225_402622945.htm.

China.org.cn, Online press conference on the work progress of the Ministry of Human Resource and
Social Security in 2010, Mr. Yin, Chengji, spokesperson from the Ministry, January 25,
2011, http://www.china.com.cn/zhibo/2011-01/25/content_21803701.htm?show=t.

10 21st Century Business Herald, "Trade Union Law" will be amended - wage negotiation may be raised to

industrial levels, August 19, 2010, http://www.21cbh.com/HTML/2010-8-19/zMMDAwWMDES5MjkzMg.html.
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relations in five industries in China found that the content of collective contracts largely
remains worthless. On one side, there are almost no quantitative figures on wages or other
labor standards. On the other, after some copied legal terms, such as, wages should be
adjusted according to the consumer price index, it is noticeable that sentences like, "the
final decisions should be made by the General Manager", are added to the end (Luthje, et
al, 2010).

This is easier to understand when one recognizes that the majority of collective contracts
are actually agreed on without real "bargaining" (Feng, 2006), namely, there is no process
of sufficient negotiation and bargaining back and forth. It seems that "bargaining", which
means employees and employers express ideas respectively and then communicate and
negotiate, is the key to the system, and probably the only way to conclude real
agreements. Several empirical studies have found that so-called collective negotiations in
China are just a way of obtaining consent from employers (e.g. Taylor et al, 2003; Guo,
2004; and Clarke et al, 2004). In relatively good cases (Luthje, et al, 2010), mostly in
companies with public ownership or joint venture backgrounds, the human resources
department would draft the collective agreement and send it to the enterprise union. The
union might make some revisions after collecting the suggestions of workers through union
groups in each department. If agreed, the contract would be final. The practices in many
private enterprises are much worse, and in most instances the majority of employees are
not even aware of the existence of a collective contract. Usually, employers just sign a
copied contract together with union cadres when they are feeling under political pressure
(Guo, 2004). Thus, although the numbers of collective contracts have grown rapidly'", this
is just an "ineffective byproduct" of labor relations laws, similar to the result of completing a
top-down administrative task (Taylor et al, 2003: 206).

Furthermore, in practice, there is no effective mechanism for supervising employers'
implementation of collective contracts (Wang and Zhao, 2005). As a whole, the labor
administration has the legal responsibility to check and monitor the implementation.
However, although labor inspection, as the most important function of the labor
administration, is now supported by huge resources and a large labor force, compared to
the enormous number of enterprises in China, it is almost an impossible mission, e.g. one
labor inspector for every 1000 enterprises. Furthermore, as the system is highly
decentralized to the individual enterprise or establishment level, it is, to a large degree,
dependent on the control or influence of employers on grass-root trade unions, symmetry
of information, supply and demand of the labor market and so on. In fact, trade unions, on
behalf of workers, would be the more effective inspectors with regard to collective
bargaining and collective contracts, as they have a direct interest in them.

However, no matter how much effort the ACFTU has put into policy-making with the
government or even in putting pressure on many employers, the lack of mobilization at the
grass roots level is the fundamental defect of this system. Workers, supposedly the major
actor and affected targets, are in fact, excluded from the bargaining process. To make
matters worse, in practice, enterprise unions are dependent on employers for wages, and
union officials usually hold positions or ranks within management (Jiang, 2004), which
makes them unable either to bargain against employers or to gain the trust of workers. In

" Just look at collective contracts officially registered in labor administration, the numbers had already

grown from 69,000 in 1996, the first year of spreading this mechanism, to 703,000 in 2009. Source:
Annual statistic reports on human resource and social security (1992 - 2009),
http://www.molss.gov.cn/gb/zwxx/node_5436.htm.
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this context, collective bargaining in many enterprises is often initiated by upper level
unions rather than by enterprise unions, and negotiations are conducted by collective
negotiation instructors rather than by labor representatives from the specific enterprises.
This leads to negotiations becoming more like formal meetings, than a proper bargaining
process.

The question of whether to accept collective bargaining, and how to bargain, actually
becomes largely dependent on the "good will" of employers. Employers in China are
typically characterized by individual-orientation, short-sighted management and weak legal
awareness (e.g. Xia, 2004). Most of them, especially those in non-public sectors, are
generally resistant to collective bargaining, even though collective contracts have been
widely recognized as merely a ‘formality’. From the perspective of such employers, any
potential for real collective bargaining is unwelcome. The law stipulates that governments
at county and above levels have the authority to correct the misbehavior of employers if
they refuse to bargain without due cause, however, in practice this has never happened.

3.3 Forms of labor relations

Production regimes and labor relations in today’s China are very varied. Industrial or
regional level bargaining or coordination barely exists and labor standards and working
conditions vary from enterprise to enterprise, from trade union to trade union, and from
industry to industry.

In particular, the forms of wage determination, and accordingly wage levels, are diversified
in enterprises or establishments. Collective bargaining has not taken hold in the
contemporary history of China. Especially after the economic reform, the new orientation
towards flexibility and 'rationalization' rapidly dominated the industrial world in China, and
wages, as well as other working conditions, became determined by highly individualized
Human Resource Management (HRM), often based on performance appraisal. As
enterprises have been granted a high degree of autonomy in wage distribution since the
beginning of the market reform, the only constraint left, especially for the vast number of
non-public enterprises, is the legal minimum wage. Other rules, such as the annual wage
guidelines issued by local governments, have no binding force. The common phenomenon
is for workers to be pitted against each other, not only within the same enterprise but also
between companies, industries, and even different countries. The voice of collective
workers is generally absent because in most enterprises workers are regarded as a
commodity or production factor, rather than as "human". In this way, employers, usually
the management, decide wages for all workers. This has become the dominant, and in the
view of many managers, practically the only way, of wage determination in a market
economy (LUthje, et al, 2010). Empirical research has found that most employers and even
professional human resource managers have no idea of, or no intention of learning, what
collective bargaining really is, and regard their unilateral power to determine wages and
labor standards as given.

As a result, there is a common low level of base wages for first-line operators, often at the
level of minimum wages, and a high proportion of performance-based incentives or simply
overtime payments. Industrial relations, through collective bargaining, are largely
substituted by HRM policies or Corporate Social Responsibility (CSR) statements.
However, the latter are unilateral rules or voluntary efforts of companies and, given the
business nature of profit-seeking, as well as their generally low standards and weak
monitoring, have only a modest outcome at best. Unfortunately, the only non-unilateral
way of wage determination, collective bargaining or wage negotiation, is not only limited in
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practice, but often dominated by the management where it does exist. (LUthje, et al, 2010).
In practice, some leading large-sized enterprises, especially those with public ownership or
tradition, may actually try to implement collective contracts, either voluntarily or under
external pressure. Nevertheless, because of a lack of "bargaining”, a collective contract is
litle more than a piece of worthless paper in the majority of enterprises (Zhang, 2006).
The most positive effect of collective contracts, as Clarke et al. (2004) commented, is
perhaps to remind employers and union cadres of their respective legal responsibilities.

However, there are also some better examples of collective bargaining, apart from the
generally unsatisfactory results in most enterprises. Firstly, there have been a few cases of
genuine collective bargaining initiated by workers during or after successful strikes.
Unfortunately, this is mostly a one-off process or temporary in nature, and rarely becomes
institutionalized. It is worth noting that these cases are not connected to official unions or
part of the formal collective bargaining system.12 The second type is more regular,
occurring within the existing legal framework. One case, found in a Japanese-Chinese joint
venture (LUthje, et al, 2010), as well as several cases of sectoral bargaining in East
China™ have been highly propagandized by the ACFTU and its local affiliates. Japanese
companies are strongly influenced by their country of origin. Paternalism in Japanese
brand name companies often leads to the acceptance or tolerance of enterprise-based
trade unions. The extensive communication channels, designed for the purpose of
cooperative relationship between labor and capital, also facilitate collective negotiation. So
far, this may be the closest thing to collective bargaining in China. However, the specific
background of cooperation-oriented management style as well as the charismas of
individual union chairmen, particularly at the beginning of the institution-building process,
is significant (Xu, 2000). Moreover, in this case collective bargaining resembles more a
mechanism of communication and consultation, than a process of joint decision-making,
and management still have the final say on almost every issue. The collective contracts
have not improved labor standards above the legal minimum; rather, they simply ensure
that the legal standards are enforced. Nearly any success achieved in such negotiations is
already covered by regulations in national law, and other requests beyond the law are sure
to be refused by employers. As to the cases of sectoral collective contracts, the
involvement of local governments or higher-level trade unions is highly visible. Not only
does this make it difficult to avoid the suspicion of setting up political models, but the
special local industrial environment and the resources allocated from top-down make it
impossible to promote the same thing on a broader scope.

At above-enterprise levels there is no effective form of coordination on wages or other
standards. One major actor, the industrial union, has actually been dissolved in China
since 1957, and has been replaced by a merged "industrial and regional" union structure.
Although industrial unions have been re-established in many places, and some meetings
about the role of industrial unions have taken place since June 2008, industrial unions
remain largely underdeveloped and inactive. The main result of such a decentralized
structure is that wages, working time and other labor standards are very divergent, even in
the same industry. For instance, the average annual wages for workers at the bottom of
the auto supply chain are one third or a half of that of workers in the assembly plants at the

12 E.g. The collective bargaining following the Honda strike in Nanhai, Guangzhou, in early of 2010.

3 E.g. Wool sweater industry in Wenling, http://news.sohu.com/20080414/n256268471.shtml; Luhe
garment sector, http://cmqfyc.acftu.org/template/10001/file.jsp?cid=387&aid=4026; and Pizhou wooden
board sector... See: Workers' Daily, http://www.sxgh.org.cn/particular.aspx?id=8091&parentiD=33.
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top, not to mention differences in training, social benefits, employment security, etc. The
principle of "same work, same pay" between regular workers and dispatched labor has
also remained an airy notion.

Wages have become a major cause for labor disputes in China. The number of individual
labor disputes and collective labor disputes related to wages has increased dramatically in
recent years, both in passive ways, through high turnover rates, and actively e.g. through
strikes. For instance, in the strike wave that firstly hit Honda and Toyota suppliers in early
2010™, it was the wage gap between similar workers in different plants that triggered
workers' anger in a pronounced way. The outbreak of potential conflicts on further issues
of labor standards, e.g. high work speed and work intensity, is perhaps only a matter of
time.

Theoretically, collective bargaining is the right answer to the challenges facing China,
including improving labor skills, overcoming the obstacles of innovation and industrial
upgrading, and particularly, stabilizing the workforce in individual enterprises and calming
labor unrest throughout the industrial arena. Wage relations are directly linked to workers'
attitudes and consequently efficiency or effectiveness of production. A well-governed and
well-coordinated system of collective bargaining could guarantee the security of workers
and also provide incentives for loyalty and initiative. At the macro level, collective
bargaining, through more fair income distribution and accordingly, higher wages for
workers, could become an essential mechanism for stabilizing the national economy; at
the political level as well as across the whole society. On one side, the legitimacy of the
ruling state highly depends on economic growth, and any substantial social conflicts over
low wages are undesirable. On the other, as the existing low-wage, low-end development
path increasingly requires higher consumption in the domestic market, enhancing the
income levels of mass workers is the most widely-adopted and perhaps the only way to
realize this.

However, as shown above, the reality is, that neither the goal of the government that labor
and capital could mutually communicate and solve problems with full autonomy, nor the
expectation of trade unions that industrial conflicts could be transformed into legal
procedures, is realized through the existing collective bargaining and collective contract
system. Among many reasons, the problematic nature of the labor law and policies
themselves comes first.

3.4 Ambiguities of the law

The ineffectiveness of collective bargaining and collective contract is primarily the outcome
of problematic law and policies, although the law does have a positive influence, at least in
providing guidance and pointing out the correct direction. Rather than unilateral
prerogative, new laws and rules introduced the idea of a negotiated bipartite or tripartite
decision, which was a very new concept for the majority of enterprises in China in the
1990s.

In China, the word "bargaining" has never appeared in the law, rather, the term
"negotiation” is used. According to administrative interpretation, this is only to alleviate the
strong sense of confrontation associated with the word "bargaining", and the legal

" There has been an extensive coverage of news on this, both foreign and Chinese media. E.g. Economic

Observer News (Chinese), http://www.eeo.com.cn/industry/real_estate/2010/05/29/171354.shtml; the
Wall Street Journal, http://cn.wsj.com/gb/20100610/bch091243.asp; Reuters, http://www.reuters.com.
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meaning of "negotiation" is in fact identical to that of collective bargaining (Peng, 2003). Of
greater interest is the use of the terms, "collective negotiation" (Jitixieshang) and "equal
negotiation" (Pingdengxieshang). The Ministry of Labor and Social Security continues to
use "collective negotiation" in its Collective Contract Provisions and several other relevant
administrative regulations, whereas the ACFTU has adopted "equal negotiation" in all of its
documents since 1995. The 1994 Labor Law and 2001 amended Trade Union Law, the
two most important pieces of labor legislation in China, both use "equal negotiation". Only
in 2008, did the term "collective negotiation" appear for the first time in national legislation,
in the Labor Contract Law.

The difference between "equal negotiation" and "collective negotiation" is far more than
just wording; it also indicates the divergent attitudes and behavior of the ACFTU and the
labor ministry. The interaction between the trade union and the labor administration is
complicated and fluctuates rather than being constantly cooperative. Because acting
collectively is the means through which labor seeks to change its disadvantageous status
in comparison to capital, it is the fundamental basis of “collective” labor relations. At the
same time, the term "equal negotiation" highlights equality on the surface but neglects the
"collective" aspect, which in fact creates the only possibility for the labor to actually be
"equal" with capital. Some union cadres still believe that "equal”, in this sense, means a
comparable legal status between labor and capital. However, without the essential backup
of "collective" labor, "equal" is only a unilateral hope. In practice, trade unions rely mainly
on administrative force, if available, rather than mobilization of collective labor. In
consequence, such collective bargaining is anything but equal. Often the decision-making
falls into the single hand of employers. This problem is highly visible in existing collective
contracts, which apparently are far short of reaching their assumed goal of protecting labor
rights and benefits.

The insistence on using the term "collective" and finally confirming it in the 2008 Labor
Contract Law shows the government’s high, and increasing, expectations of both collective
labor and capital with regard to regulating collective labor relations. At the same time, to a
certain degree, it also indicates its disappointment or dissatisfaction with the current work
of trade unions in collective bargaining. Nevertheless, this does not mean that the Chinese
trade union is considered negligible, especially by the government. Rather, it means that a
certain agreement or compromise has again been achieved in this matter. In the case of
the 2008 Labor Contract Law, although the term "equal negotiation" advocated by the
ACFTU has been abandoned, the role of trade unions as the official, if not exclusive, labor
representative in collective bargaining is more emphasized than before.

Another strange thing about Chinese labor law is that there is no single article explaining
the process of collective bargaining, although the collective contract process is intensively
described (Ye and Xu, 2005). The fact that the legislation emphasizes the "fruit" —
collective contract — but neglects the "tree" that bears the fruit — bargaining — has led to the
enforcement deviating from the original intention of policy-makers. Given the fact that
China had no serious experience with collective bargaining, such a gap in policies may
frustrate many practitioners. As trade unions and enterprises today strongly depend on the
law in daily operation, or at least use it as justification, legal clauses become particularly
debatable. Many grass root unions find that it is hard to bargain since there are no exact
stipulations in the law as to how the process should work. Consequently, collective
bargaining is often conducted in the form of consultative meetings and it varies greatly in
content, procedures, and also outcomes. It becomes even more dispersed due to the fact
that that the individual enterprise or establishment is the dominant level of labor relations
in China and there is a lack of coordination of any form at a broader level. Only in recent
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years, have sectoral and regional collective contracts came into existence and are, for the
first time, written into legislation as part of the 2008 Labor Contract Law.

As partial compensation for this gap in policy, the government’s department of labor
administration plays a special role in certain legal procedures, which unfortunately has not
helped the process in practice. Firstly, any collective contract at county and above levels
can only take effect after it has been reported and inspected by the labor administration.
Nevertheless, given the fact that this system is still in the course of development in China,
it may be more important to pay attention to other practical problems. Another role of the
labor administration is to "mediate" disputes related to collective contracts. As to disputes
about existing contracts, the law allows legal procedures such as arbitration and a lawsuit.
However, for interest disputes relating to signing a new collective contract, the law requires
the labor administration to coordinate and mediate between trade unions and employers.
There are also specific regulations on the territorial jurisdiction in dealing with disputes
involving different types of enterprises (Zhao, 2004). Usually, the result is an "agreement
on coordinated settlement" and none of the third parties, no matter whether it is the labor
administration, the arbitration agency or the court, has the right to order both sides to "go
back to the bargaining table" or anything similar. Thus, if mediation fails, there is no further
procedure to follow.

Furthermore, one core labor right, the right to strike, is not explicit in any law in China.
While the right to strike is necessary to guarantee equal and effective collective bargaining
since it is the means through which workers can impose economic pressures on
employers, Chinese laws have omitted this right since 1982. However, to leave out the
right to strike in laws does not avoid strikes in reality. Strikes are nothing new for Chinese
workers. They have occurred in the early 1920s and take place in factories today. Without
such leverage, it is hard for collective labor to effectively bargain with employers.
Consequently, conflicts accumulate and even explode into industrial actions. Nevertheless,
as the right to strike is not actually forbidden by law these days (Chang, 2005), strikes may
be tolerated by the state’®. The absence of this right in legislation may therefore not be a
real barrier to workers' actions, except for official trade unions.'® Given the current status
of official unions as well as the fact that strikes rarely involve them, it is necessary to be
more cautious about advocating legislation on the right to strike (e.g. Chang, 2005; Xu and
Wang, 2003). If the legislation grants the right to strike exclusively to the official trade
unions, which is very likely, if the current trend is followed (e.g. in the 2008 Labor Contract
Law), the majority of existing and potential strikes may be claimed to be illegal. The bottom
line is that a law should not become a constraint rather than a means of empowerment.

In order to understand better these ambiguities of the law as well as the fundamental
reasons for the dysfunction of collective bargaining and collective contracts in China, it is
necessary to look at the political and social background. The relationship between the
Chinese trade unions, the state, and employers, as well as the often-forgotten role of
workers, will be addressed in the following section.

1 E.g. the government's response to the recent strikes proved that it is at least tolerating workers making

collective claims. See: Katherine Ryder, China's labor market: Valuable asset or economic albatross?
December 23, 2010, Fortune Chinese, http://www.fortunechina.com/business/.

1 People's Daily, Wage Regulation will be promulgated within 2010, wage negotiation system receives the

most attention, May 30, 2010.
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3.5 Subordination of trade unions

The problems of law and policies and, accordingly, the difficulties in implementation are
rooted in and constrained by the interaction among the major actors of industrial relations.
In China, it is particularly rooted in the subordination of the trade unions to both the state
and employers. From a different perspective, collective bargaining has not originated as a
legal mechanism. Rather, in world labor history, it has been achieved through long-term
labor struggles, typically by industrial unions at the side of labor, and only later has it been
accepted by the state and then capital and institutionalized in the law. In this sense, the
three main industrial relations actors, governments, trade unions (on behalf of workers)
and employers should be involved and act as driving forces of the system. Noticeably,
Chinese workers are most often excluded from this tripartite dialogue. However, by means
of self-organized actions, including strikes, the workforce of some plants has managed to
become the “fourth” party in industrial relations (Chang et al, 2008). Increasingly, this
fourth party is drawing attention through their actions, which indicates both their interest in
and potential for participating in collective bargaining.

The non-independent and undemocratic nature of Chinese trade unions has often been
blamed as the ultimate cause of ineffective collective bargaining (e.g. Sun, 2004; Feng,
2006). The generally-accepted roles of trade unions include; as economic actors trying to
improve the welfare of their members, as a vehicle for class struggle against the
commodification of labor, as the dialogue counterpart of employers, and as semi-public
organizations, which are one essential part of a more just and stable society (Hyman,
2001). However, in China, trade unions are categorized by three approaches; as
"corporatist, party organ, and intermediary" (Taylor et al, 2003). The overall principle is that
the trade union is under firm control of, if not directly subordinate to, the state, in particular
the party. As the only legal union organization, the personnel and policies of the ACFTU
are largely decided or influenced by the party. Union cadres are also administrative
officials at the same time. Such an official status has guaranteed the ACFTU a high
political rank and resources, but has also fundamentally restricted its activities (Chan,
1994).

From the aspect of the state, the official union is both indispensable and, unfortunately,
incompetent. The necessity for an official union is due to the party’s deep fear of
uncontrolled collective labor, partly based on its own experience. Therefore, the party
strictly keeps the union organization in its own hand. The ACFTU exclusively represents
workers in China, and any attempt to build collective labor organizations outside of its
frame have been, and continue to be, completely curbed, often by the ACFTU itself. Given
the ultimate target of "harmonious labor relations", trade unions often find it impossible to
meet all of the contradictory requirements, e.g. focusing on the economic growth of the
enterprises versus improving wages and working environments, or persuading workers to
give up strikes versus safeguarding workers' rights. Although the 11™ Trade Union
Congress in 1988 put forward the idea of organizational independency from the party, it
has never happened again since. Given the state’s priority of political stability and
economic growth, it is unlikely that it will loosen its control over trade unions, at least in the
short term (Chan, 1994).

At the same time, the state does not completely trust the ACFTU and thus finds it
practically impossible to devolve it real power on labor issues. One example is the number
of restrictions on collective contracts in national law, e.g. that collective contracts can take
effect only after inspection by the labor administration. Moreover, comprehensive laws and
rules have been set for individual labor relations, which have led to workers' dependency
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on the law for protection, rather than on trade unions. To a certain degree, this orientation
further weakens workers' trust in trade unions, or makes them indifferent. In practice, the
major tasks of trade unions in the planned economy, such as promoting production and
helping workers in hardship, have not completely changed today. Trade unions act as the
"bridge", "support", "foundation", and "bond" between the party and workers. The result is
that on one side, the limited political and institutional space provided by the state partly
causes the incompetence of trade unions in representing workers. On the other, the state
becomes distrustful of trade unions because the latter are unable to fulfill the political task
of pacifying workers. While this contradictory alliance is expected to continue some of the
tension, caused by the distrust, seems to have been alleviated in the new century, as
evident in the change of discourse in the 2008 Labor Contract Law'’. Ultimately, the trade
union acts like an apparatus of the state, and the state has no safer alternative.

On the precondition that the ACFTU would not mobilize workers against management or
the state, some space has been given to it (Chen, 2003). Within such space, the ACFTU
has made efforts to prove its political significance. It has been engaged in large-scale
propaganda and formal work, such as mediating labor disputes, offering legal aid, and
helping workers in need. It is fair to say, that the initiation of the collective contract system
in China began, to a large degree, with the persistent lobbying of the government, and
even some enterprises, by the ACFTU. The ACFTU has regarded the collective bargaining
and collective contract system as an active way to influence working conditions in large-
and medium-sized enterprises, regardless of ownership (Chan, 1994). Before collective
contracts were firstly written into the law in 1994, the ACFTU had already started
experimenting in some enterprises. Obviously, a successfully signed and implemented
collective contract would also help to improve the union's profile in an enterprise, and, at
least on paper, they appear to have met with some success. Huge numbers of collective
contracts have been signed. As one complementary mechanism of collective bargaining,
trade unions also organize and join tripartite coordination meetings and joint meetings with
governments at the same levels. Moreover, the latest progress is the implementation of
special collective bargaining for wage negotiation. For instance, since July, 2010, as a first
step in the three-year "Rainbow Plan" of the ACFTU, a pilot project has been carried out in
55 enterprises from different industries in Beijing to sign regional and industrial wage
contracts, mainly in small-sized enterprises.”® The “Rainbow Plan” plan aims to establish
trade unions at the enterprise level and implement a collective contract system in all types
of enterprises by the end of 2012, with a primary target of 60% for 2010 and 80% for
2011." For small enterprises without trade unions, regional or sectoral collective contracts
are the focus. In particular, improving the wages of first-line employees is the primary
target. Thus, wage negotiations are given priority in the whole system and, so far, 13
provinces have issued special documents promoting wage negotiation.

Nevertheless, as shown before, existing collective bargaining is too close to "consultation”
or state-induced "concertation", with too much compromise required on the side of labor. It
features a strong top-down manner and lack of workers' participation. One major reason is
that the administrative orientation of the trade union has never really changed. As

" See page 14 of this article.

18 Beijing Daily, 55 enterprises in Beijing begin the pilot project of wage collective negotiation, July 9, 2010.

¥ Xinhua Net, official data released by Mr. Zhang, Jianguo, the director of collective contract department at

the ACFTU, The ACFTU interview on how to implement collective contract "rainbow" plan, June 04,
2010, http://news.xinhuanet.com/politics/2010-06/04/c_12181248.htm.
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expressed by the vice president of the ACFTU in 2009, "wage collective negotiations
should be dominated by local governments"?. It is true that the trade union at higher levels
has a certain influence on labor policies due to its political resources, but enterprise level
unions find it difficult to act as labor representatives, due to their institutional and
economical dependency on employers. Besides, there is hardly any support from below,
as workers distrust or are indifferent to trade unions. There is not much that enterprise
level unions can do if individual firms resist collective bargaining. Even if the employers
agree to bargain and enterprise unions are eager to work, it is very unlikely that the unions
will be able to collect adequate information to argue with.

This is where those impressive but often meaningless numbers of collective contracts
come from. Given the political context, it is almost impossible to have multiple trade unions
in the near future, and thus, the only option left is to reform the existing trade union
system. As the political and social status of any trade union should be rooted in their role
at the shop-floor, the change of the Chinese trade union system may start internally, from
enterprise level unions, where the political resistance seems much smaller. Only on such a
basis, can we talk about collective bargaining in any real sense.

Fortunately, some internal reform measures, such as the direct election of grassroots
union cadres and changes in union finance!, have taken place. Positive signs have also
emerged in some regional or local level trade unions following the Honda strikes. A time of
crisis could also be a time of change. For instance, the Guangdong Federation of Trade
Unions has declared that the Honda Nanhai factory will be a pilot site for new democratic
accountability mechanisms, including an annual democratic secret vote by union cadres.*
Wage coordination between brand name corporations and their suppliers in the same
industry, at least in the nearby region, is also envisioned by the unions. In early 2010, the
Guangdong provincial government started discussions about the draft of democratic
management provisions that would allow workers to engage in wage negotiations,
regardless of the opposition from employers or even some local union officials. Another
good example is the industrial level construction union in Guangzhou, which is
independent from funding by any enterprise and organizes construction workers across
the city. Similarly, the Beijing municipal trade union is also experimenting with independent
wage negotiations through liberating grassroots union chairs from their economic
dependence on employers.” Although it may be hard to imagine a democratic union in
China in the very near future, these pilot projects have at least cracked the old order, both
theoretically and practically.

2 The China Central Government Web, Mr. Zhang, Mingqi, the ACFTU vice president, answer questions

regarding industrial-wide wage collective negotiations, interviewed by Workers' Daily, Jul 21, 2009,
http://www.gov.cn/jrzg/2009-07/21/content_1370251.htm.

#' There are cases of direct election of union chairmen in some regions with relatively developed private

sectors. See: Chen, Shengyong, Wu, Wei, and Chen, Yan, Direct election of trade union: New
development of local democracy in China - the case of Yuhang, Yuyao and Wenling, (Gonghui zhijie
xuanju: zhongguo difang minzhu de xinfazhan - yi zhejiangsheng de yuhang, yuyao, wenlin wei gean),
Zhejiang Social Science, No.1, 2004, pp63-73; Wang, Jinhong, Union reform and new development at
grassroots democracy, (Gonghui gaige yu zhongguo jiceng minzhu de xin fazhan), Economic and
mangement digest, No. 19, 2006, pp. 17-22.

22 China Labor News Translations, Plans for election of union chair at Nanhai Honda The Nanhai Honda

strike and the union, Jul 18, 2010.

3 China Daily, Xinhuanet, Unions' role, English.news.cn 2010-09-01 09:32:56, BEIJING.
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For the central state, social stability is at least as important as economic growth, to
legitimate its rule. Faced with growing social tensions, the collective bargaining and
collective contract system becomes increasingly important in policies. The state has given
priority to economic growth since late 1970s. However, while the low-wage, high-welfare
system of state-owned enterprises in the planned economy has come to an end, the
biased economic growth in the new market economy has not automatically translated into
good labor conditions. Instead, it has resulted in widespread violations of labor rights as
well as increasing numbers of protests and strikes. Disappointed at the failed "social
contract" or legal terms (Lee, 2007), workers in both old industrial areas and newly
developed regions go onto the street to protest. In this context, industrial peace becomes a
major challenge for the state. As one response from the state, three national statutes, the
Labor Contract Law, the Employment Promotion Law, and the Law on Labor Dispute
Mediation and Arbitration, were successively promulgated in 2007. Such efforts, to
improve both legislation and implementation, do not simply mean that the state has
chosen policies in favor of labor. Rather, it is a decision made in a much wider context and
with long-term considerations, such as building up a "harmonious society" under the ruling
of the party.

However, besides the problematic trade union, some local governments are at odds with
national labor rules. Local governments at regional and city levels, and sometimes even at
district or village levels, play an important role in local implementation of laws and policies.
In China, national laws are interpreted at the local level before being put into practice.
Thus local governments effectively control the implementation. Since the economic reform,
the relationship between central and local governments has no longer been simply that of
commander and executives, instead, power has been at least partly decentralized. In
addition, divergent and sometimes competitive interests among different regions in the
geographically vast and economically diverse China have also aggravated the
implementation of national law. For instance, East China often has stricter rules than the
South. However, even in the same region, different industrial parks may compete with
each other by providing more favorable rules for corporations, in order to create a
"favorable" investment environment. For instance, several local governments recently
joined forces in opposition to implementing the Labor Contract Law and further, in late
2008, requested that the adjustment of legal minimum wages be suspended in the wake of
the global financial and economic crisis. In reality, the competition among regional
economies, together with the unevenness of institutions embedding and enabling the
commodification of labor, has caused diverse local labor regimes and labor politics (Lee,
2007: 15). Against this background, it is expected that the mechanism of collective
bargaining will continue to be underplayed by local governments.24

Similarly, employers and managers are mostly against collective bargaining, and business
interests are sometimes more organized. During the debate on drafting the Labor Contract
Law the voices of workers were mostly individualized and widely scattered, while the voice
of business was expressed by business associations, e.g. the Hong Kong SME
association and the European employers' association in Shanghai, expressed their
attitudes against the law. In fact, however, the group of capitalists in China is far from a
homogeneous class with a similar background or unified political goals. Nevertheless,

2 E.g. 21st Century Business Herald, "Trade Union Law" will be amended - wage negotiation may be

raised to industrial levels,  August 19, 2010, http://www.21cbh.com/HTML/2010-8-
19/zMMDAwWMDESMjkzMg.html; Feng, Gang, "Institutional disadvantages" of enterprise unions and the
background, Society, 2006.3, Vol. 26.
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empirical study has revealed a common ignorance of, or even resistance to, above-
enterprise coordination of wages and labor standards by a majority of human resource
managers, as well as a deep-rooted commitment to setting specific wages for specific
companies, positions and workers. In another words, the lack of former experience or
awareness on the part of most managers, perhaps due to the influence of American style
Human Resource Management (HRM) concepts in China since the economic reform,
makes collective bargaining, not to mention above-enterprise coordination of labor
standards, particularly difficult. Another problem, although less critical at the moment, is
the immature nature of employers' associations, which may also affect regional and
industrial collective bargaining, wherever it exists.?®

Last but not the least, workers play an increasingly important role in industrial relations and
potentially in collective bargaining. The complicated relationship between trade unions,
employers and the state clearly illustrates the disadvantaged position of workers. In the
existing legal framework and trade union system workers are taken care of, rather than
actively participating. Most union activities consist of remedies after problems occur, rather
than prevention or intervention in the daily labor-capital interaction (Chen, 2003). The
existing collective bargaining and collective contract system is a typical example of a top-
down process shaped by national law and policies, rather than a bottom-up movement
initiated by grass-roots workers. Although the use of state power may help to achieve
direct and immediate effects, in the long run, commands or orders from the top are neither
applicable nor sustainable. Ultimately, workers have to express their own voice and rely on
themselves to improve their everyday work and life.

Along with the development of a market economy, and particularly triggered by recent
changes of labor law, employees’ consciousness of their rights has been greatly
enhanced. However, as workers have no capability to negotiate with capital individually
and trade unions mainly follow political order, workers possess no formal channels for
voicing their concerns. Therefore, they have taken to unauthorized collective action.
Taking collective labor disputes as one example, from 2001 to 2008, the number of
collective labor disputes has risen 11% annually. In the first half of 2010, 286 cases were
accepted by labor arbitration at different levels, among which 44% were major collective
labor disputes.’® It should be noted, that in China the definition of collective labor disputes
refers to disputes over rights by more than three to ten individual workers (depending on
the cases), with common causes and claims. There are actually no disputes related to
collective contracts, due to the pure ‘formality’ of existing contracts, as well as the
indifferent attitudes of both labor and capital towards these contracts. Nevertheless, the
increasing number of existing labor disputes at least reflects the fact that workers are more
and more inclined to defend their rights as a "collective".

It is important to note that none of these disputes or industrial actions, e.g. the strike
waves in early 2010, have been related to collective bargaining or wage negotiation in the
legal framework, or led by the ACFTU. In some cases, strikes have indeed become the
way that workers put forward their request for collective bargaining. Either through active

2 E.g. Briefing on annual meeting of the China Law Society, Speech of Mr. Wang, Guoshe, the Director of

Shenzhen City Bureau of human resource and social security, August 21, 2010, Vol. 2.

% The "collective disputes” refer to those with more than 10 employees and "maijor collective disputes”

involve more than 50 employees. Data is quoted from: Legal Daily, collective labor disputes increased
rapidly in the last 8 years consecutively, September 21, 2010, http://epaper.legaldaily.com.cn/fzrb
/content/20100921/Articel06005GN.htm.
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forms, such as strikes and labor disputes, or in more passive ways, such as through high
turnover rates, workers are trying to express their voice, to draw attention from the
government, and to seek an effective channel of communication. Collective bargaining is
traditionally seen as the way of avoiding intense conflicts between labor and capital. In
China, in fact, collective bargaining only becomes possible through intense conflicts.

A mature system of collective bargaining would fundamentally require strong bargaining
power by workers. At least two types of bargaining power exist for workers, structural and
associational power (Wright, 2000). The former includes both marketplace and workplace
power. Although Chinese workers, with generally low education and low skills, may be
easily substituted in the generally over supplied labor market, their workplace bargaining
power is nonetheless enhanced by widespread mass production and use of lean
production methods. The fact that the walkout of workers in one Honda parts factory led to
the complete shutdown of all four Honda assembly plants in China, which make 3,000
vehicles a day,?’ also reveals workers' increasing workplace power in a seamlessly-
integrated lean production system.

As to associational bargaining power, the current condition of the official trade union is
clearly not satisfactory. Clarifying its essential role as a labor representative, rather than as
a government apparatus or management body, and accordingly mobilizing rank and file
workers is the urgent task that the Chinese union cannot avoid. Workers, as the fourth
party in industrial relations, are highly segmented, not only by purposeful policies on rural
and urban workers and different ownerships of enterprise, but also through differentiation
between regular and dispatched labor. Generally speaking, the legal consciousness of
workers has increased, as indicated by the growing number of court cases and protests.
Nevertheless, their consciousness of collective rights and solidarity is still conspicuously
absent, especially any form of class consciousness that extends beyond single
enterprises. In this context, it is difficult to establish a collective basis for the working class
and thus for the labor movement.

However, in a fast-changing economy and society like China it would be too soon and too
assertive to deny any positive possibilities for the future. If one considers that the large
flow of migrant workers firstly took place in 1984, then the majority of migrant workers
today can be categorized as second generation migrant workers. They may have parents
among the first generation of migrant workers, who left home mainly to earn money for
their rural families. However, the younger generation has been raised in very different
conditions. On one side, they have developed stronger self-consciousness and a far
higher expectation of urban life and work than their parents, and are more and more
inclined to stay in cities. According to official statistics, the population living in rural areas
has dropped from more than 70% twenty years ago to only 53% today.?® On the other side,
their incomes have barely increased in comparison to the levels received by their parents,
despite the fact that living costs and consumer prices have skyrocketed. Their dilemma is
that while there is no longer a home or even land in the rural area to come back to, at the
same time it is nearly impossible for these workers to afford to live in cities, given their
current low wages. As the labor history of industrialized nations shows, the vigorous
second generation of immigrants was one major force that pushed the development of

" China Entrepreneur Magazine, Strikers refused the offer of wage increases and Honda China factories

are still closed, June 01, 2010, http://www.iceo.com.cn/shangye/25/2010/0601/194627 .shtml.

Yang Jian, China's auto industry should prepare for higher wages, Automotive News, June 8, 2010,
Shanghai, http://www.autonewschina.com/en/printarticle.asp?id=5187.
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labor movements and finally led to the institutionalization of collective bargaining (e.g.
Silver, 2003). Perhaps this could also be the case in China. It is true that migrant workers
in China are facing tremendous difficulties in a very different political and economic context
than those faced by migrant workers in Western countries decades ago. Also, the two or
three generations of Chinese migrant workers have little experience of, or even common
knowledge about, collective bargaining. However, progress is being made, little by little.

3.6 Conclusion

Clearly, the existing system of collective bargaining and collective contracts, which has
been set up in China since the early 1990s, is far from satisfactory. Millions of collective
contracts have been signed in the last few years, but in reality, wages and other labor
standards remain low and unstable. Rather than being the result of effective bargaining,
the majority of collective contracts are signed, either as a way for enterprise unions to fulfill
the official quota of upper-level trade unions, or as a perfunctory effort of employers under
the pressure of local labor administration. Accordingly, many collective contracts contain
only general principles or legal terms, instead of any substantial statements or quantitative
figures on labor standards.

Primarily, the law and policies, in spite of a relatively comprehensive framework, have a
strong bias and apparent defects including, the intentional minimization of any
confrontation by avoiding the words "bargaining" or "collective", lack of stipulations on the
bargaining process, as well as silence on the right to strike. Those ambiguities directly lead
to problematic implementation. In practice, workers are usually excluded from the process,
enterprise unions are unwilling or unable to make any resistance, and consequently
collective contracts are virtually in the hands of employers. At the same time, coordination
at above-enterprise level, e.g. regional or industrial bargaining, is largely absent, even
though it could potentially help avoid direct confrontation within enterprises, reduce the
control of management on enterprise unions and thus achieve more equal and
professional bargaining.

Both the legal and practical problems can be understood in the economic and social
context of China. The role of the state is important for better regulation and effective
inspection of collective bargaining, particularly because current labor relations in China are
completely unbalanced, and labor rights are widely neglected and violated in enterprises.
Indeed, trade unions are subordinated to both the state and employers. On one side, trade
unions depend on the state for power and resources, but at the same time, the state is
unwilling to loosen its control and only gives limited space to trade unions to pacify
workers: Among the political tasks of the ACFTU, collective bargaining is apparently not
the priority. On the other side, enterprise unions are not in a position to effectively bargain
with employers, either. The determination of labor standards remains predominantly a
unilateral prerogative of management. This has not only been taken for granted by
management, but also embraced by many union cadres. In addition, workers are indeed
excluded from collective bargaining. Without the participation of direct actors, a law can
only make rules on paper, but not build the institutions to put these rules into practice.
Thus, until trade unions in China firstly separate themselves from employers, they will not
be able to gain the trust of workers, not to mention effectively represent them to bargain for
better labor standards.

Given such complicated relationships among the major industrial relations actors, as well
as the gigantic geographic scale of China, and accordingly, the divergent social-economic
environments and workers' characteristics, the implementation of effective collective
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bargaining is expected to be a long and gradual process. Ultimately, workers would need
to actively participate in collective bargaining, since they are the industrial relations actors
with the direct motivation to improve their standards, and have also shown an increasing
interest and bargaining power to do so. This, together with the work of a few but increasing
number of labor activists, including scholars, government officials, trade unionists and
practitioners, could lead to changes, even within the existing political and economic
complex.
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4. Fragmented Minimum Wage System

Max J. Zenglein

The development of the Chinese economy was a daunting task, transforming a deeply
backward economy to become the world’s number one exporter, lifting hundreds of
millions out of poverty. With the launching of economic reform the central government has
significantly changed the labor market, gradually dismantling the government-controlled
system to form a more competitive market. During this process the labor market reforms
have been both the source as well as its major limitation during its economic transition,
making it one of the most challenging tasks for the government to face (Fleischer and
Young, 2003). At present, many social costs have been externalized for the benefit of
rapid overall development. In order to achieve a more sustainable development, reducing
multilevel (regional, urban-rural, sector) income disparities as well as deficiencies in social
services and environmental protection, recent policies focus on strengthening workers’
rights.

With the introduction of the Minimum Wage Law in 1994 the government initiated a first
step in improving the income situation for workers. Weak enforcement left the legislation
nearly impotent in reducing social inequality. Not until the inauguration of President Hu
Jintao in 2003 and the government’s aim to pursue “social harmony” did the minimum
wage policies begin to translate into noticeable effects for workers. A central part in the
government’s efforts to boost consumption and more importantly reduce the widening
income gap has been to toughen minimum wage policies. Since then minimum wage has
constantly been on the rise and its enforcement has greatly improved. Recent labor
disputes in the summer of 2010 over low wages and in light of rising costs of living
underline workers’ determination for a more equitable income distribution.

Supplemented by additional labor market regulations and a stronger commitment by the
government, recent minimum wage regulations succeeded in benefiting especially low-
skilled, mostly migrant workers in urban areas with previously little legal protection. The
most significant changes were the introduction of the Labor Contract Law and the Law on
Mediation and Arbitration of Labor Disputes in 2008. This development comes at a time
when many scholars believe that China is about to reach the Lewsian Turning Point, when
the supply of labor from rural areas dries off and the wages of industrial workers start to
increase substantially. Minimum wage regulations are also an important labor market tool
as a new and more confident generation of workers is emerging.

Chinese minimum wage regulations aim to achieve a basic living wage and greater
equality in income distribution. Rising living costs and average wage growth outpacing
minimum wage adjustment make achieving these goals a challenge. Despite the
continuous nominal and real growth of minimum wage rates throughout China, minimum
wage policies have not been able to reduce growing disparities. The policies have yet to
show that they are the most effective tool in reducing the income gap which has gripped
the country, resulting in a multilevel segmentation between urban and rural areas, but also
within urban areas themselves. Lacking any form of apparent coordination, local
authorities may make their own interpretation of national minimum wage regulations which
result in large regional differences in minimum wage levels which for the most part are a
reflection of the regional disparities across the nation. Regional autonomy in minimum
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wage setting, combined with a lack of transparency and workers’ representation in the
minimum wage determination process, produce additional obstacles in reaching the two
main policy goals. The minimum wage, in combination with an improved legal environment
and subsequent better enforcement since the beginning of the 21% century has made a
positive contribution to the income situation of urban workers. However, it is far from
reaching its policy goals, in part due to deficiencies in the minimum wage determination
process.

This chapter aims to outline the Chinese minimum wage regime focusing on how national
legislation is implemented across the nation. After establishing this basic framework this
section will evaluate to what degree minimum wages have contributed to the Chinese
government’s objectives of establishing a wage floor and of reducing social inequalities.

4.1 Chinese Labor Markets during Reform

Since the founding of the People’s Republic of China in 1949 the development of its labor
market has gone through three stages (Cooke, 2008). Prior to outlining China’s minimum
wage regime this section will provide a brief introduction of the changes in Chinese
industrial relations and the environment in which minimum wage legislation has evolved.
The first stage was a highly regulated, paternal system. Under this concept workers were
assigned to a work unit (danwei) which provided a wide range of social benefits, including
lifelong employment, housing, schooling and basic health care. The second stage saw a
period of unprecedented growth and deregulation accompanied by the destruction of many
former labor market institutions, resulting in social imbalances. The third and current stage
aims at reducing social inequalities through a series of regulative measures and
experimentation in building modern Chinese industrial relations.

Socialist Pre-Reform Labor Market (1949-1978)

Wages were determined by a centralized wage grid system which was detached from
most performance indicators any profit-oriented organization might pursue. Instead, the
wage grid system was a government-set wage rate, mostly determined by seniority and
formal qualification. Regional differences were taken into consideration as well, but
normally wage differentials across the country were limited (Meng, 2000). Essentially, it
detached wages and employment from company performance, establishing nearly
complete security (Saha, 2006). Due to its robustness the system was referred to as the
iron rice bowl." Institutional arrangements resulted in severe limitations on labor mobility,
since income and social security were usually directly linked to the work unit (Fleisher and
Yang, 2008). China’s pre-reform institutional setting thus created an extremely rigid labor
market.

The socialist Chinese economy created a dualistic, but egalitarian society, reflecting a
significant urban-rural divide, although incomes within each sector as well as between the
sectors were fairly equal (Naughton, 2006). Despite the limitations on the labor market, the
complimentary institutions including the wage grid, kept inequality in check. Another factor
for this egalitarian society, however, was also the fact that in the socialist, agriculturally-
based economy everyone other than the elite was more or less equally poor.

' Not all workers were part of the danwei system as it was accessible only to urban residents based on the

relevant household registration status (hukou). Rural residents had access to more limited benefits
through rural communes (Shen, 2007).
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Economic Reforms and Deregulation (1978-2003)

A crucial factor in the initial reforms was the labor market, which in many areas was a
central point to any reform efforts. During the massive deregulation period one of the main
priorities of the reforms was the breaking up of the paternal government employment
system including the wage grid system. Reforming these institutions had an immediate
impact on the workforce. While few had been previously employed in private enterprises,
the distribution significantly changed during the reform process (Fleisher and Yang, 2003).
Whereas the process was relatively slow to pick up pace, the proportion of employees
working in state-owned enterprises (SOE) rapidly decreased during the early 1990s.
Continuous marketization efforts of China’s industrial relations, specifically related to the
determination of hiring, dismissal, and wages, transformed the paternal employer-worker
system to an exchange of labor services for wage payments (Rawski, 2003).

During the 1990s the government also granted the SOEs more freedom in setting wages
(Yueh, 2004). SOE personnel departments subsequently implemented performance-based
wage schemes (Saha, 2006). They thereby contributed to the wage drift between high and
low-skilled workers. While scarce skilled labor was enjoying rapid wage increases, the
enormous pool of unskilled labor in combination with the intense rural-urban divide
resulted in low wages (see Rawski, 2003; Chan, 2005). Consequently, though China’s
growth has been exceptional and improved the lives of the vast majority, it was at the
same time highly unbalanced, between urban and rural areas, coastal areas and
hinterland, skilled and unskilled labor.

While job security and centralized wage scales were removed, neither the discriminatory
hukuo system nor the political control over the workforce was relaxed. Due to major
deficiencies in the social safety net, the hukou system,continues to be a barrier to labor
mobility, particularly when a worker is changing the workplace to a different type of
ownership or to another geographic location, (Fleischer and Yang, 2003a). Industrial
relations continued to remain under tight government orchestration, preventing any non-
governmentally-endorsed worker’s voice from establishing itself (see, Luo in this book). As
a result, management in public and private enterprises gained the upper hand in post-
reform industrial relations (Cooke, 2008).

Official data from 2004 reveal that 145 million workers did not have any kind of formal
contract (IHLO, 2008), with actual figures expected to be much higher. The informal nature
of many private sector jobs and the lack of institutions substituting the previous industrial
relations arrangement let employers evade rules (Cai, Wang and Du, 2005). With
increased privatization of its economy, China labor market became notorious for poor
working conditions, default on wages, low wages, forced labor and other forms of abuse
(see: Luo in this volume).

These developments are reflected in the unprecedented rise of the Gini coefficient from
0.16 in 1978 to 47.3 in 2006. Similarly, China’s wage share of GDP has consistently been
declining, dropping to 36.7% in 2005 (China Daily, May 12", 2010). Income disparities
between rural and urban areas, especially in developing countries, are not particularly
noteworthy. However, the magnitude of China’s income gap is substantially larger than
anywhere else. A study by Yang and Cai (2003) analyzed the ratio of non-agricultural
income to agricultural incomes for standard workers in 36 countries. In recent years China
has been fluctuating between ratios of 2 to 3, with few countries showing higher marks.
The ratio measuring the urban-rural income gap has consistently been on the rise (see
Chi, 2008; see: Pan & Rui in this volume). More notably, the countries with similar high
marks were some of the world’s poorest economies. Rural residents attempting to bridge
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the gap by searching for better opportunities in urban areas could expect to be
disappointed. A survey by Meng and Zhang (2001), based on two data sets of individual
information, concludes that migrants face discrimination and lower pay than their urban
counterparts. China’s inequality has been on the rise not only across regions (e.g. urban-
rural, provinces), but across industries and occupations as well (see Lee, 2009 and Chi,
2008).

However, a new generation of workers has emerged. The present generation of workers,
born in the mid 1980s or 90s, are less willing to accept the kind of hardship and grim
working conditions in combination with living in dull dormitory camps within crowded
industrial centers. Additionally, today’s workers are better connected via mobile phones
and the internet and far better educated about their rights. Nonetheless, for the majority it
won’t be feasible to truly bridge the urban-rural gap, as even many urban residents are
struggling and social pressures are on the rise. The desire, amplified by social
expectations, of owning living space, a scooter or even a car, will remain unattainable,
whereas the successful, lucky, privileged (and corrupt) are living their dream. This might
have been accepted in silence previously, but resentment in China’s overly hard-wearing
labor force is slowly building up. At this stage it has become evident that enterprise
reforms have far outpaced social reforms (Fleisher and Yang, 2003).

Rebuilding China’s Industrial Relations (since 2003)

Faced with increasing social unrest, the leadership of the party began to realize that its
prior strategy of achieving economic development at all costs was not sustainable. In
pursuit of the party’s goal for building a harmonious society, the leadership under Hu
Jintao (in office since 2003) has introduced policies to improve the situation of workers and
limit disparities. Labor market regulations are central to the government’s efforts to build
new industrial relations as they have an important redistributive role and can provide
vulnerable categories of workers with necessary insurance from adverse market outcomes
(Cooke, 2008). A process of balancing an employer-friendly environment into a more
employee-friendly institutional setting is taking place. Requirements to enter contractual
agreements with workers, attempts to utilize unions, experimentation with collective
agreements and tripartite consultation, tripartite arbitration, wage guidelines, a wage
information system as well as the implementation of minimum wages (see Table 1)
indicate that the labor market is becoming a central issue to government policy. The
persistent increase of unequal income distribution was seen as an immediate threat to
macroeconomic stability, which has always been a paramount goal of policy-makers in
China (Priewe and Herr, 2005). To ameliorate the negative side effects of unregulated
markets, the government has been trying to implement a new framework to regulate labor
relations, specifically targeting the private sector. Labor market legislation is usually issued
by the central government, however, given China’s vast geographic and development
differences, implementation is highly decentralized by giving local authorities more room
for interpretation.

A milestone was the Employment Contract Law of 2008 which granted employees
improved protection and legal rights. Two years after coming into effect, the Labor
Contract Law has made a positive contribution to strengthening workers’ rights. Together
with the complementary Law on Mediation and Arbitration of Labor Disputes, legislation
has proven itself an effective tool to advance workers rights.? The move can be seen as a

2 Prior to the introduction of the new Labor Contract Law, employees had far fewer rights and often never

entered a formal contract. The new rules require a contract be signed after 30 days, max.. In case of
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step to pursue more sustainable economic growth by establishing certain minimum
standards, all intended to contribute to a more harmonious relationship between workers
and employers.

Table 1. Changes in Chinese Labor Law Legislation

1994 | Labor Law

Provisions of Labor Law Establishing Minimum Wage System

1999 | Labor Market Wage Guidelines

2000 | Decree on Collective Wage Negotiations

Regulation on Labor Market Management

2001 | Revision of Trade Union Laws

Promotion of Collective Bargaining and Collective Agreements

2004 | Minimum Wage Regulations

Revision of Provisions for Collective Agreements

2005 | Anti Discrimination Regulations

2008 | Labor Contract Law

Law on Mediation and Arbitration of Labor Disputes

Employment Promotion Law

Source: Own table based on information from MOLSS.

4.2 China’s Minimum Wage System

Another element in the central government’s agenda to insure industrial peace was to
strengthen minimum wage provisions. The government considers minimum wages a
means to establish a wage floor guaranteeing a minimum living standard for workers as
well as to reduce income disparities. In addition, it also uses minimum wage guidelines as
a macroeconomic policy tool. In response to the global financial crisis, the government
suspended annual adjustments of the minimum wage rates in 2009 and resumed them in
2010 to foster domestic demand.

dispute, arbitration channels are now accessible free of charge, whereas prior to 2008 employees had to
pay a fee of RMB300 up front. Consequently, reported labor disputes have been on the rise, and
according to the China Statistical Yearbook more than doubling with the introduction of the new
legislation.
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Table 2. Overview of Chinese Labor Law on Minimum Wage 1994

Article 48

The State shall implement a system of guaranteed minimum wages. Specific
standards on minimum wages shall be stipulated by provincial, autonomous
regional and municipal people's governments and reported to the State Council
for registration.

The employer shall pay labourers wages no lower than local standards on
minimum wages.

Article 49

Standards on minimum wages shall be fixed and readjusted with comprehensive
reference to the following factors:

(1) The lowest living costs of labourers themselves and the number of family
members they support;

(2) Average wage level of the society as a whole;
(3) Productivity;
(4) Situation of employment;

(5) Differences between regions in their levels of economic development.

Source: Labor Law of the People’s Republic of China.

Minimum Wage Legislation in China

The first regulations on minimum wages were introduced in 1994 within the Labor Law.
Chapter 5 of the document is entirely devoted to wages and Articles 48 and 49 (see Table
2) are devoted to minimum wages. The national legislation does not outline any unified
national standards but stipulates that lower level governments are required to implement a
minimum wage standard and specifies basic guidelines which should be followed in
determining a minimum wage rate. Given the overall transitional institutional setting of the
labor market and limited enforcement of legislation, the initial minimum wage provisions
remained, for the most part, insignificant for most workers (see Chan 2003; Du and Pan
2009; Meng 2001).

2004 in an attempt to strengthen the significance of the legislation the Ministry of Labor
and Social Security (MOLSS) issued specific Minimum Wage Regulations.® The revision is
more specific and broader in scope following the president’s aim for a more “harmonious
society”. Unlike the previous provisions, it clearly defines supervision (Chapter 1V) and
legal responsibilities (Chapter V). Further, the MOLSS has advised enterprises, especially
profit-making ones, to pay workers more than the minimum wage (CLB, 2007). The
legislative changes to minimum wage regulations have progressed slowly since 1994 but it

®  In 2008 the MOLSS was combined with the former Ministry of Personnel to form the Ministry of Human

Resources and Social Security (MHRSS). To avoid confusion and as the majority of the relevant
regulations are prior to 2008, this article will use MOLSS throughout the text.
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was not until the Labor Contract Law 2008 (see section 2.1) coupled with a stronger
political determination that its implementation made significant advances.

Minimum Wage Setting after 2004

The Minimum Wage Regulations are a national law and govern the setting of minimum
wages on the national level. The legislation provides a framework and outlines
mechanisms on how minimum wages should be determined throughout China. As with
other labor related policies, under the Central Government* local administrations within a
province, autonomous region or municipality can set a minimum wage rate at their own
discretion. Hence, though there are no official differences in the minimum wage setting
mechanism, the actual process as well as the outcome may differ regionally (see 4.2.3).
As for the actual calculation, the MOLSS sets out two universal methods within the
Minimum Wage Regulations: the proportion method and the Engel coefficient method.
Both methods are based on minimum living expenses and a coefficient for people
supported by each employee. First, the local minimum monthly living cost for persons
living in the minimum income group is determined (C nn). Fixing the minimum monthly
living costs should, but is not limited to, taking average living costs or urban residents,
social insurance premiums and public accumulation of funds for housing, average wage,
rate of unemployment, level of economic development into consideration. Second, the
coefficient of the number of family members supported (Psyp) is determined. For the Engel
Coefficient, the proportion (E,o) and absolute value (Eay) of the minimum monthly living
cost spent on food is then calculated (Epro = Eav / Cmin). Each formula will then allow for
adjustments (a) based on public social programs such as pensions. Although there are two
formulas they will both derive an identical minimum wage rate as Cmin= Eav / Epro.
Essentially, Cnin must first be set in order to make any use of the Engel Coefficient
Method. ®> The computation of Cnnin however is not made transparent (see 4.2). Calculating
the local minimum wage (MW,) then leaves the following formulas:

Proportion Method: MWL = CnminX Psyp + @
Engel Coefficient Method: MW = (Eav / Epro) X Psyp + @

Finally, the regulations set out that the prevailing minimum wage rate should be equivalent
to 40-60% of the average monthly wage. Along with the adjustment variable (a), this
stipulation leaves policy-makers a certain degree of flexibility before fixing the minimum
wage rate. Next to the monthly minimum wage, an hourly minimum wage (or a piece rate)
shall also be introduced. The legislation also set out a calculation method to reduce the
disparities between full- and part-time employees.

Currently China has 4 cities (Beijing, Shanghai, Tianjin, and Chongqing) administered as direct-
controlled municipalities by the Central government with a status equal to provinces.

Example: Minimum monthly living cost set at C,;;=600, absolute amount of which is spent on food is
determined to be Eay=240, equivalent to a proportion of Ep, = Eay / Cin=240/600=0.4. Let's assume
people supported is determined to be Pg,,=1.8 and the adjustment a=20.

Proportion Method: MW = C j, X Pg,, + @ =600 x 1.8+20=1100
Engel Coefficient Method: MW = (Eay / Epro) X Psyp + @a=(240/0.4)*1.8+20=1100
76



Diagram 1. Overview of Minimum Wage Determination
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Source: Own graph based on Regulations on Minimum Wage by the MOLSS.

Local authorities are advised to enter consultations with the labor union and employer
representatives and following the regulation’s outlined methodology, determine a local
minimum wage standard. Once a minimum wage rate is found a proposal for a minimum
wage program is submitted to the MOLSS, which may further consult with union and
employer representatives before either grants its consent or must submit a revision within
14 days of reception. Following approval the local authorities are obliged to publish the
new minimum wage while supervision is the responsibility of the All-China Federation of
Trade Union (ACFTU) or one of its affiliated unions (see, Luo in this book). An overview of
the process and roles of the different organizations in the minimum wage determination
process are outlined below in Diagram 1. Though the rules outline a tripartite consultation,
the actual determination lacks transparency and varies strongly depending on the region.
The national regulations governing the minimum wage-setting process leave much room
for regional interpretation. Usually minimum wage adjustments will not follow a public
debate, but rather through closed door consultations where the actual constellation and
roles of the participating parties remains much in the dark. Following this process the
announcement of wage rate adjustments is followed