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> > China Economist

From the Editor

China’s economic
development In the face of

new challenges and missions

The last two decades have witnessed the finest period of de-
velopment in modern Chinese history in terms of speed, balance
and stability. However, owing to the nation’s unique process of
industrialization, new conflicts and problems have emerged.

To date, it has taken two or three centuries for mankind to
industrialize more than sixty countries and regions with a com-
bined population of 1.2 billion, which constitutes 20% of the world’s
total. China, a unified country with a population of 1.3 billion, or
22% of the world’s total, will take less than a century to realize her
transformation from a traditional society to an industrialized one,
which is unprecedented in human history. The implications of
China’s industrialization are that global industrialized society will
double within merely a few decades, bringing about radical changes
in the whole domain of global industrialization. Therefore, it is
natural that the various difficulties, contradictions and problems
which have been experienced elsewhere or which are likely to oc-
cur in the process of industrialization will become all the more
concentrated and prominent in the case of China.

In fact, China’s achievement itself may cause new problems.
For instance, in just twenty years there has been a great improve-
ment in the living standards of over a billion people, a large pro-
portion of whom have already attained a standard of living similar
to that of most average citizens of developed or moderately devel-
oped countries. If this proportion represents 10% of China’s total
population, that is 130 million people; and if 20%, it exceeds 260
million people. This achievement is unparalleled, but has also high-
lighted the gap between those who have experienced a big im-
provement in terms of their lives and the far greater number of
people whose living standards have yet to reach a satisfactory level.
Inaddition, tens of millions of people still live in poverty. Therefore,

disparities in income and living standards will pose a new chal-

lenge to China’s economic and social development.

The challenges are indeed serious, but sufficient material foun-
dations and the necessary conditions have been provided to meet
them as a result of the policy of reform and opening up. We are
now capable of accomplishing what we failed to do in the past; in
other words, this new stage of development places us in a position
to reach higher goals. For instance, when the economy was devel-
oping at a low level our immediate goal was to eliminate poverty;
efficiency therefore took priority while equity came second. When
the economy is highly developed, however, more emphasis should
be given to social equity. In other words, when the economic de-
velopment level is low, resources must be allocated for economic
development while social development is placed on the sidelines
or even temporarily put on hold. When the economy is at a higher
stage of development, we must balance the distribution of resources
to all areas of social development, with a view to achieving overall
economic, social, political and cultural development.

In short, development is a continual process of breaking the
equilibrium and forming a new one. The emergence of and solu-
tions to problems and conflicts are integral to the path of
development, as comprehensive and coordinated development is
possible only when the economy has developed to a certain level
and there exists a relatively sound material foundation for overall
social progress. Today, the realization of a more equitable and bal-
anced development is no longer simply a wish or a far-fetched goal,

but a feasible objective which can and must be achieved.

Trof Sin Bei (A~#%)

May 8 , 2006

Prof. Jin Bei is the Deputy Director General of CASS’ Institute of Industrial Economics and the President of China Business.
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Along with a rapid growth in Chinese economy, the

income gap continues to widen and polarization is

becoming increasingly serious. At the moment
people cannot help but wonder whether a causal re-
lationship exists between economic growth and the

mncome gap.
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012 ItlsTime
to Emphasize
Social Fairness

Liu Guoguang ( X1/[#] )

Social fairness is a vital issue in the building of a
congenial socialist society. If social fairness is
lacking, the building of such a society will be out of
the question. In order to attach due importance to
social fairness, the relationship between economic
efficiency and social fairness must be properly

handled
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@ Trends

It Is Time to Emphasize
Social Fairness

Liu Guoguang' (x| [ 3)

priority to efficiency while taking fairness into account” has been the keynote of
t documents regarding social distribution for many years and lasted until the Third
e Sixteenth Central Committee in October, 2003. In September 2004, the

riority to efficiency” did not appear in documents from the Fourth Plenary Session.
as officially replaced by “more emphasis upon social fairness so that the whole

Committee with regard to the Formulation of the Eleventh Five Year Plan for
d Social Development’ passed on the Fifth Plenary Session. What are the
nge and how do the two sayings differ from each another? This article by Mr.

Liv Guoguang, an economics expert, will help to guide readers through this issue.

Social fairness is a vital issue in
the building of a congenial socialist
society. If social fairness is lacking,
the building of such a society will be
out of the question. In order to at-
tach due importance to social
fairness, the relationship between
economic efficiency and social fair-

ness must be properly handled.

I. Rediscovering the
relationship between
“efficiency” and
“fairness”

The concepts of “fairness” and
“efficiency” are, theoretically
speaking, a unity of two opposites.

Common sense tells us that the more

equitable income distribution is, the
lower the people’s enthusiasm and
efficiency becomes and that a rea-
sonable income gap, provided the
distribution procedures and regula-
tions are fair, can help to increase
efficiency. On the other hand, the
“cake” cannot be made bigger in the

absence of improved efficiency, thus

* Former Vice-president, Chinese Academy of Social Sciences
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making it difficult to maintain sus-
tainable fairness and resolve a grow-
ing number of social contradictions.
However, if fairness is ignored, the
income gap will further widen - par-
ticularly in regard to unfair distribu-
tion rules - and this could lead to
lower efficiency and even affect so-
cial stability. This is why efficiency
and fairness are both contradictory
and unified and why it is never easy
to handle the relationship between
the two. In order to alleviate class
contradictions, Western developed
countries have incorporated social-
ist elements and are pursuing social
security and welfare measures, to the
point that some of these countries
have implemented such measures to
a much better degree than China, a
socialist country, has yet to
accomplish. Of course, it is unrea-
sonable to make a sweeping compari-
son given the peculiarity of histori-
cal factors.

Absolute egalitarianism held
sway in pre-reform China. The dis-
tribution system whereby “every-
body eats from the same pot” seri-
ously marred efficiency. Since mar-
ket-oriented reform came under way
in this nation some 20 years ago, we
have consistently emphasized
efficiency. “Let some people get rich
first” has become the call of the day
and the income gap is growing wider,
which has served to activate the ru-
ral and urban economy. Lately, the

nation has adopted the policy of

“giving priority to efficiency while
taking fairness into account”.

The Party has always advocated
social fairness and justice. Why
should fairness be placed behind ef-
ficiency in the distribution policy of
a country led by the Communist
Party? This has a great deal to do
with the fact that an extensive pe-
riod of economic underdevelopment
has made it difficult to improve the
lot of the people quickly and to re-
solve numerous social
contradictions. It also has much to
do with the profound changes and
development trends in the domes-
tic and international situation from
the 1990s to the early 21st century
which have provided tremendous
opportunities and challenges for
China. These circumstances are
prompting us to continue forging
ahead and to do our
utmost to increase the
nation’s wealth and
overall strength.

During his 1992
tour of south China,
Deng Xiaoping urged
us to be “more eman-
cipated in our
thoughts, more coura-
geous in reform and
opening up to the out-
side world, and
quicker in our devel-
opment steps and on
no account to allow

our opportunities to

slip through our fingers”. He also
emphasized: “development is the
cardinal principle and the key to
solving all of China’s problems.” In
this way, the focus was placed upon
increasing the nation’s aggregate
wealth and overall strength and ef-
ficiency became the number one
issue. On the other hand, remnants
of egalitarianism from the era of the
central planning system remained a
major factor in restricting the in-
crease of efficiency. In order to im-
prove efficiency and increase aggre-
gate wealth as quickly as possible, we
have got to further our efforts to
“smash egalitarianism, widen the
income gap to a reasonable degree
and to persist in encouraging some
areas and some people to get rich

sooner than others by honest labour

and by lawful means”. This line cap-

May 2006 China Economist 13



@ Trends

tures perfectly the spirit of “giving
priority to efficiency while taking
fairness into account”, which was
put forward at the Third Plenary
Session of the 14th Party Central
Committee in light of the nation’s
actual conditions and development
needs. It is only proper for economic
theoreticians to expound upon and
disseminate this distribution policy.

Economic development has
catalyzed a gradual change in the
nation’s social structure. This has
given rise to different voices that
represent different interests. Some
are taking advantage of the discrep-
ancy between the “priority” given to
efficiency and the “attention” given
to fairness, and are consciously or
unconsciously belittling social fair-
ness and justice while merely justi-
fying the process of acquiring wealth.
Of course, this is not in accordance
with the spirit of reform, particularly
at a time when the central authori-
ties are repeatedly emphasizing that
“those who have become rich first
should help those who will become
rich later” and that we should “be
careful to prevent polarization”. The
authorities have absolutely no inten-
tion of neglecting social fairness.

In my 2003 thesis “Be Mindful
of the Issue of Income Distribution”,
[ pointed out that ‘giving priority to
efficiency while taking fairness into
account’ is a guideline for income
distribution during a given period of

time; it is by no means an unalter-

14 China Economist May 2006

able rule governing the entire his-
torical period of the market
economy. The argument of many
people that this guideline is an un-
changeable rule for the market
economy does not tally with the his-
torical facts. Even a few countries
with mature market economies do
not view it in this way. In the thesis

[ also stated that there is still room

ciency and social fairness at the top
of our agenda. In my thesis, I ex-
pressed my belief that the Gini in-
dex for present-day China is rising
along an inverted U-curve and that
the continuous widening of the in-
come gap cannot be reversed
overnight; [ also suggested in a subtle
way that Deng’s prediction might be

a little too optimistic. In my opinion,

nly after the Gini index takes
a downturn in 2010, when
per-capita income reaches
1,500 dollars, will China be

able to tackle this problem

for discussion regarding the accuracy
and timing of this expression.

As the issues of aggregated devel-
opment and economic efficiency are
gradually being resolved, social fairness
is becoming a more prominent issue.
We have got to remember that in
1992, Deng had already made a for-
ward-looking prediction upon the in-
come gap problem. According to
Deng, this problem would become
more prominent at the end of the 20th
century when the nation would have
reached a moderately well-off level.

However, at the turn of the cen-
tury we failed to act upon Deng
Xiaoping’s instruction to place the
issues of addressing the income gap
problem and readjusting the rela-

tionship between economic effi-

only after the Gini index takes a
downturn in 2010, when per-capita
income reaches 1,500 dollars, will
China be able to tackle this prob-
lem and accomplish the transition
from “giving priority to efficiency
while bringing fairness into account”
to “giving equal weight to efficiency
and fairness” or “optimizing the com-
bination of efficiency and fairness”.
Furtllerm()rc, beCHUSC thC iI'lC()lTlC
gap as it is today has not grown to a
point at which Chinese society has
reached the limits of endurance,
there is no immediate need to
change the wording.

Having reconsidered, [ believe
now that the question of whether or
not the income gap will grow to an

unbearable level is less important



than the issue of rectifying the rela-
tionship between efficiency and fair-
ness and paying more attention to
social equity. It is highly probable
that an income gap of unbearable
proportions will be associated with
polarization. The present situation
provides no reason whatsoever for us
to say that polarization is already a
reality - which would signify the fail-
ure of the reform initiated by Deng -
nor can we say it has stretched our
tolerance beyond its limits. The Gini
index is rising. If we fail to take steps,
we risk it approaching levels of po-
larization and the limits of our
endurance. Therefore we must at-
tach further importance to the issue
of social fairness right now, so that
we can proceed to readjustment of
the relationship between efficiency
and fairness and increasing the
weight of social equity. The first step
in reducing the absolute value of the
Gini index is to diminish gradually
the widening margin of the income
gap. Therefore it is high time now
for the slogan of “giving priority to
efficiency while raking fairness into
account” to begin fading out, while
making room for the principle of
“giving equal weight to fairness and
efficiency” or “optimizing the com-

bination of fairness and efficiency”.

Il. At present we should
place more emphasis
upon social fairness

Why should we put more em-

phasis upon social fairness and be
more mindful of this issue at this
time?

After twenty or so years of re-
form and development, the eco-
nomic aggregate volume and over-
all economic strength of our nation
have greatly increased. We have
twice doubled our GDP, and are in
the process of doing so for a third
time. Now that the living standards
of Chinese citizens have largely
reached a moderately well-off level,
we possess the material basis and the
capacity to accomplish the transi-
tion into a comprehensively well-off
society and to redress gradually the
long-standing disparity between the
rich and the poor. In other words,
the opportunity and conditions are
ripe for us to put the issue raised by
Deng Xiaoping high upon our
agenda and to be more mindful of
this issue of fairness.

The rapid widening of the in-
come gap has become a major prob-
lem affecting social harmony and
stability. In the last twenty or more
years, the Gini index nearly doubled
from 0.2-0.3 to 0.4-0.5. Some orga-
nizations and experts at home and
abroad have pointed out that this has
already surpassed the international
alert line. Whether or not this pre-
diction tallies with the reality in
China, it is enough to put us on alert.
What merits special attention is the
fact that the published Gini index

does not include the illegitimate and

unlawful incomes that give rise to
public resentment. If this factor were
taken into account, the Gini index
would expand the 0.4-0.5 margin by
0.1 and boost the published Gini
index by more than 20%. The im-
pact of these irregular incomes upon
the widening income gap cannot be
overlooked. Some people assert that
these incomes can be ignored be-
cause they are not counted within
the scope of standard income policy.
However, these illegitimate incomes
that have such a huge impact upon
income disparity should not be re-
garded as merely a matter of crimi-
nal law. Should they not be tackled
as the foremost of all problems to be
addressed in our nation’s current in-
come distribution policy?

It goes without saying that
China’s social structure has gradu-
ally become one of a privileged group
possessing wealth, power and knowl-
edge at one end and an underprivi-
leged group consisting of poor
farmers, migrant workers in cities
and the urban unemployed or tem-
porarily unemployed at the other.
The privileged group is having a
strong impact upon the formulation
and implementation of public poli-
cies as well as upon public opinion.
The underprivileged group does not
have an organization to assert their
interests and demands; apart from
making repeated visits to govern-
ment departments to voice their

grievances, they find it hard to make
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themselves heard in the mass media.
This problem must be remedied. If
left unchecked, it will only expand
the social divide, to the detriment
of the construction of a congruous
society.

In what amounts to a major re-
form step that helps to improve citi-
zen welfare and promote social
equity, the functions of the govern-
ment and the state budget are being
shifted from economic construction
to public services. This is because the
beneficiaries of public services are
mostly those with a low income, and
benefits such as education and pub-
lic health can help turn citizens into
constructive members of society and
provide various equal opportunities

in employment and public life.
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However, the shift that is taking
place in governmental and financial
functions is falling behind, held back
by the fact that many local govern-
ments are focussing their energy and
efforts upon economic development
and image-enhancing construction
projects. The World Health Orga-
nization once dubbed China “the
country with the most unequally dis-
tributed public health resources” for
the sole reason that we are empha-
sizing development at the neglect of
developing public services. China,
too, is ranked among the lowest in
the world in terms of the percent-
age of education spending in the
GDP, and particularly in the supply
of compulsory education
opportunities; lacking the means to

enter the labour
market, many citizens
are excluded from the
modernization process.
[t goes without saying
that the situation is
changing for the better,
but in comparison with
the level of resources
invested into economic
construction, the speed
at which these im-
provements are being
made leaves a great
deal to be desired.
Furthermore, some lo-
calities are encroach-
ing upon the property

and income rights of

residents under the pretext of eco-
nomic development and reform.
Violations which impinge upon
people’s interests are rife in fields
such as rural land requisition, reset-
tling urban residents whose houses
have been demolished to make room
for urban development, arrears in
farmer-worker wages and enterprise
reforms. Such violations shed light
upon the over-centralization of gov-
ernment power as well as the unjust
behaviour and corruption of some
officials. With the emphasis upon
redressing the most outrageous vio-
lations of people’s interests and upon
intensifying efforts to build an hon-
est and clean government and to
uproot corruption, the central au-
thorities have stepped up their anti-
corruption efforts and are relying
upon reform to tackle the deep-
rooted problems that are hotbeds of
corruption, to speed up the transfer
of government functions, to step up
the construction of sound systems,
and to tighten up supervision of and

restrictions upon government power.

lll. Enhancing fairness
does not mean a
comeback of
egalitarianism

Attaching more importance to
social fairness in the relationship
between efficiency and fairness is an
issue of public concern. However,
some people are concerned that

placing so much emphasis upon so-



