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FOREWORD

s one of the countries that have

achieved rapid development in the area

of human development over the past
30 years, China has stepped into the group of
countries with high-levels of human develop-
ment.With key measurement indicators such as
income, health and knowledge level, China has
achieved noticeable progress. The per capita
GDP of China reached US $7,575 in 2014, which
means that the country has entered the group
of middle-income countries. The average life
expectancy increased from 67.9 in 1987 to 74.8
in 2010, well above the world average life ex-
pectancy of 70; and it also achieved universal
nine-year compulsory education and has elimi-
nated illiteracy among young and middle-aged
citizens in 2011.

Continued public sector reforms coupled with
innovations in social policies have contributed
to these achievements. Since 1978, when the
period of economic reform and opening-up
started, China has implemented a series of
social policy changes such as land-use right
reform, state-owned enterprise reform, house-
hold registration system reform, social insur-
ance and medical security system transforma-
tion, and the strengthening of governance

autonomy at village level, which have all helped
put China on a development path that is fit for
the social and economic context.

At the same time, we observe that China’s
achievements in human development have
largely relied on economic growth. Although
significant accomplishments are recorded in
health and education, these have contributed
relatively less compared to that of growth of the
economy for the composite index of human de-
velopment. A further important observation is
that during the 35 years of rapid economic de-
velopment, China has experienced an increase
in social inequality. Since the 1980s, income dis-
parities have widened rapidly with the Gini Co-
efficient reaching 0.469 in 2014, which is high
by global standards despite some degree of
amelioration in the past six years. Development
gaps between urban and rural areas, different
regions and social communities have also in-
creased gradually. Due to these disparities, the
inclusiveness of China’s human development
remains a challenge.

For China, moving up to be a middle-income
country, the risk of falling into the so-called
“middle-income trap” is very real, despite sus-



tained heavy investment in education and in-
frastructure. Demographic change, and pop-
ulation ageing in particular, mightlead to a
stagnating ordeclining economic growth rate,
calling for changes in human capital and in-
tergenerational relations. China’s economy has
stepped into “new normal” status, with the pos-
sible consequence of a decreasing fiscal growth
rate. This calls for the transformation of social
policy-making from scaling up to restructuring,
sustainable urbanization and large scale popu-
lation movement, which can boost develop-
ment and support the provision of education,
healthcare, and the relocation of migrant work-
ers and their families. In addition, China also
faces a series of complex challenges, such as
increasing income disparities, the deprivation
of the rights of vulnerable groups, rising public
expectations and awareness of participation,
and the risks brought about by informatization.

The purpose of this Human Development Re-
port entitled “Social Innovation for Inclusive
Human Development” is mainly to explore
possible policy options to help address the up-
coming challenges through innovations in so-
cial policies and public administration. China’s
unique national conditions make it difficult to
use precedents as reference or to duplicate in-
ternational experience. Thus this report, based

on experience and lessons, especially the expe-
rience of social innovation, makes suggestions
to improve human development that is more
inclusive with a reduced level of inequality.
These suggestions include innovation of policy
itself and recommendations for reform of the
implementation mechanisms and governance
pattern in specific sectors. The ultimate goal is
to help the government to: continue the devel-
opment-oriented social policies towards more
inclusiveness and fairness; enhance efficiency
by changing orientation and management of
public investment; and improve mechanisms
and capacity of social participation.

This report s collaboratively produced by UNDP
China and Development Research Center of
the State Council. It was compiled by a distin-
guished team of Chinese and international ex-
perts. | would like to extend my sincere thanks
and warmest congratulations to all the authors
for their outstanding work. | would also like to
take this opportunity to thank the Peace and
Development Foundation, the Royal Norwe-
gian Embassy, Tsinghua Unigroup, Hengchang
Litong Investment and Management, and Stora
Enso Group for their contributions that have
made this report possible, and to the many col-
leagues in the United Nations System who pro-
vided valuable insights and assistance.

Agi Veres

UNDP Resident Representative a.i



PREFACE

uman Development Index (HDI) is a

comprehensive indicator system devel-

oped by the United Nations Develop-
ment Programme (UNDP) to measure the level
of the social and economic development of a
country. Ever since its launch in 1990, Human
Development Index has been widely recog-
nized and played an important role in guiding
the developing countries to formulate corre-
sponding development strategies.

Since the 1950s, China has been committed to
the socialist construction and the great rejuve-
nation of Chinese nation by actively exploring
the comprehensive social and economic devel-
opment and continuously enhancing the level
of human development. In the process of eco-
nomic development and social transformation,
China’'s human development has experienced
some twists and turns, but the overall perfor-
mance has been remarkable; especially after
the reform and opening-up, China has made
great progress. Before 1990, China’s Human
Development Index belonged to the group of
low human development level (<<0.550), but it
entered into the group of high human devel-
opment level (0.700 — 0.799) in 2011. Among
the 47 countries in the group of low human de-

velopment level in 1990, China is currently the
only one ranking among the group of high hu-
man development level.

China’s progress and promotion in terms of hu-
man development are partially attributable to
the international environment of globalization,
but to a greater extent, it is because that China
has seized the opportunities and continuously
reformed and innovated according to its na-
tional context. In this regard, China has some
important experiences of development worth
being concluded and summarized.

First of all, China has unswervingly adhered to
the reform and opening-up. The reform and
opening-up policy is China’s basic state policy.
In the process of economic development and
social transformation, China has always been
faced with the complicated domestic and in-
ternational conditions as well as numerous dif-
ficulties and challenges in development, and
only by constantly advancing the reform and
opening-up can China promote reform through
opening-up and promote development through
reform. The achievements made by China in
nearly 40 years of development show that the
reform and opening-up is the source of vital-



ity for China in economic development and
social progress and China’s core experience in
promoting the level of human development. In
China’s reform and opening-up, there is only a
progressive tense without perfect tense.

Secondly, China has adhered to the concept of
people-centreed development and continu-
ously improved the people’s livelihood. China
has insisted in understanding the connotation
of the improvement of people’s livelihood from
the most fundamental and extensive sense
and took continuously promoting economic
growth, creating sufficient jobs and improving
people’s well-being as the starting point and
objective of economic and social construction.
The practice since the reform and opening-
up shows the sustained and rapid economic
growth has played a key role in China’s human
development. Remarkable improvements have
been made in people’s material standard of liv-
ing, most households have got rid of poverty
and lived a fairly comfortable life, and more and
more households are heading towards prosper-
ity. At the same time, the role of social policies
in promoting China’s human development has
also been revealed gradually.

Thirdly, China has combined top-level design
with local innovations, thus fully mobilizing
and giving play to the enthusiasm of both the
central government and local governments. In
the process of development, China has paid at-
tention to the macro design of development
orientation, development concepts and devel-
opment path, such as the conventional five-
year plans for development and all types of un-
conventional development guidelines, guiding
opinions, etc. At the same time, in terms of con-
crete system and policy design, it has not only
paid attention to the central government’s top-
level design, but also actively encouraged local
governments to explore and innovate. This ap-
proach can ensure the direction of overall strat-
egy and arouse the enthusiasm and creativity

of local governments and all sectors of society,
thus it can better adapt to the uncertainties in
the process of social and economic transforma-
tion, promote the self-regulation ability and-
make China’s human development more scien-
tific and innovative.

Lastly, China is good at learning and absorbing
international experiences and making innova-
tion in accordance with its national context. As
a late-development country, China has always
attached great importance to learning from
international experiences. Especially after the
reform and opening-up, China has become an
important part of globalization and learned
a lot of experiences of development from the
international community, particularly from the
developed countries; then China has reformed
and developed those international experiences
with the combination of its own national con-
ditions, thus greatly promoting the transforma-
tion and development of China.

There is no doubt that China, during the pro-
cess of development, also has some lessons
that are worth being summarized. For example,
outstanding achievements in economic devel-
opment were made during certain periods after
the reform and opening-up, but the develop-
ment of people’s livelihood and other social de-
velopment were comparatively lagging behind,
with the so-called problem of “one leg longer
than the other”. The overall level of human de-
velopment has increased faster but with insuf-
ficient fairness and inclusiveness. It is also nec-
essary to accumulate more experiences on how
to better combine with China’s national context
while learning and absorbing international
experiences. But on the whole, along with the
development of society and economy and the
increasing emphasis on inclusive growth from
all walks of life, these issues are being continu-
ously improved.

Development has not only always been an is-



sue of common concern to all countries in
the world, but also one of the issues with the
most abundant researches, the most complex
content and the most controversial topics in
today’s world. The “2016 China Human Devel-
opment Report’, which is completed by the De-
velopment Research Centre of the State Council
in collaboration with UNDP China Country Of-
fice, applies the analysis framework of Human
Development Index as references, comprehen-
sively reviews and analyzes and systematically
summarizes the process of human develop-
ment and related experiences since the found-
ing of China, especially since the reform and
opening-up, from two perspectives, namely
people’s livelihood and social governance, as
well as provides the policy ideas and sugges-

tions on further enhancing the fairness and in-
clusiveness of China’s human development. By
analyzing and sorting out China’s development
process and related experiences, the Report
can not only help the world to better under-
stand China, but also help China to recognize
its own development process in a more com-
prehensive and objective manner. China’s ex-
periences on human development are impor-
tant component of the common development
and exploration of human society as well as the
common wealth in the global human develop-
ment, which we expect to be used as references
by other developing countries in the world in
their future human development and to make
more positive contributions to the inclusive hu-
man development in the world.

Li Wei

President
Development Research Centre of
the State Council
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INTRODUCTION

he concept of “human development”

originates from a series of Human De-

velopment Reports (HDRs) published by
the United Nations Development Programme
(UNDP). The first HDR was launched in 1990,
and clearly explained the reason for introducing
the concept of human development. According
to the report, while growth in Gross Domestic
Product (GDP) is absolutely necessary for meet-
ing all essential human objectives, it is perhaps
even more important to study how this growth
translates — or fails to translate — into human
development in certain societies. While some
countries have achieved levels of human devel-
opment that are higher than levels of per capita
income would expect (with levels of equality
that are adequate), some other countries with
high per capita income have lower levels of hu-
man development than one might expect, with
high levels of inequality. This shows that eco-
nomic growth will not naturally result in human
development improvements, although it does
tend to have a positive impact. Many factors
affect the translation of economic growth into
high levels of human development. ' Social in-
novation is arguably one of these decisive fac-
tors. Over the past six decades, drastic changes
ml\lations Development Programme (UNDP) (1990), Human

Development Report 1990: Concept and Measurement of Human
Development.

have occurred to China’s social, economic and
political conditions. This report seeks to exam-
ine these changes and explores how human de-
velopment has been advanced through social
innovation in China, drawing on relevant expe-
riences and lessons.

1 RESEARCH DEFINITIONS

As the understanding of development deep-
ens, policymakers and researchers are gradu-
ally recognizing and accepting the multidimen-
sionality of development. Understanding and
pursuing development from a wider number
of perspectives has become the norm within
which theoretical studies and practical explora-
tions of development are conducted.

HUMAN DEVELOPMENT
AND INCLUSIVE HUMAN
DEVELOPMENT

This report goes beyond pure economic growth
and discusses human development from social
and political dimensions as well. The concept of
“human development” stresses that develop-
ment is not simply about economic growth, but
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that the development of people — their well-
being and life chances — is equally important.
Human development is a process that involves
expanding people’s life choices. Since income
increases individuals’ choices it should be con-
sidered as a means, instead of an end. The most
critical choices people make include: leading
long and healthy lives; gaining an education;
enjoying a decent standard of living; and en-
gaging or participating in society.!

As for the inclusiveness of human develop-
ment, this report argues that inclusiveness re-
fers to the degree and level at which all groups
of people in different areas can equally partici-
pate in economic, social and political develop-
ment and share their results. The concept of
“inclusive human development” in this report
emphasises that we should not only pay at-
tention to the average level of human devel-
opment but that we should also pursue more
equitable human development, and work to
narrow human development gaps between dif-
ferent countries, different regions, and different
populations. Moreover, inclusive development
incorporates a wide range of dimensions while
the ecological sustainability of development
(e.g. climate change, environmental pollution,
and energy shortages), natural disasters and
rural infrastructural developments also exert
a significant impact on the economy, income
and health. However, since these factors are not
directly related to human development, this re-
port does not focus on them.

SOCIAL INNOVATION

With respect to social innovation, this report
focuses on institutional or governmental in-
novation (both the central government and
local governments). By examining social poli-
cies and social governance. It looks the attwo
specific aspects of this, It includes new per-
spectives on and new approaches to existing

1 1d.

problems as well as efforts to seek innovative
solutions to new problems and address new
social needs. Innovation can be encouraged by
governmental or non-governmental entities.
Innovation can take many forms: innovations in
method or models, policy instruments or insti-
tutional frameworks. Moreover, practices bor-
rowed from other countries and successfully
transformed to suit local conditions can also be
considered. However, the subjects, models and
concrete forms of innovation usually differ sig-
nificantly by culture and throughout different
development stages. Since the development
of modern society, political and institutional in-
novation practices have often had a profound
impact on development. As a result, the focus
of the report is government-dominated innova-
tion, taking into account methodological and
technological social innovations dominated by
non-governmental organizations at the same
time.

2 RESEARCH BACKGROUND

Since the establishment of the People’s Repub-
lic of China (PRC), especially since the reform
and opening up, China has made enormous
advancements to its social and economic de-
velopment at the same time as it faced various
national challenges. It is possible to conduct an
objective and comprehensive analysis of China’s
development and to systematically summarize
China’s experience of social innovation by refer-
ring to the “Human Development Index” (HDI)
advocated by the United Nations Development
Programme (UNDP). Following the progress of
China’s HDI also helps to understand China’s
development process comprehensively, and
to carve out its future development. It is also
useful for enriching international theoretical
research and practical explorations surround-
ing human development and inclusiveness. For
example:



« Since the foundation of the PRC, China’s HDI
has grown at an astonishing rate — among
the fastest in the world — while issues such
as declining inclusiveness and social divi-
sions have occurred. Overall, research sys-
tematically analyzing China’s development
history and current status from an interna-
tional perspective is lacking.

+ China’s human development can be attrib-
uted to its rapid economic growth. However,
research on the influence and effect of social
policies and social governance inpromoting
human development and in clusiveness is
relatively sparse. The experiences of other
countries also fail to translate to China’s na-
tional circumstances.

+ In the fields of development and social wel-
fare rich international knowledge and expe-
rience has been accumulated and new theo-
ries have been formed. China is undergoing
a large-scale transition and the construction
of a comprehensive social policy system —
China is able to learn from invaluable inter-
national experience in the process. However,
China needs to be careful to translate these
experiences to suit its own national condi-
tions and social needs.

Since the start of 21 century, the Chinese gov-
ernment has increasingly paid attention to
promoting inclusiveness and sustainable de-
velopment. Especially since 2013, China’s new
administration has actively promoted inclusive
human development as a national objective,
and governments at all levels have conducted
multiple explorations and innovations in this
field, bringing about both valuable results and
new challenges. Given the above mentioned
issues, it is necessary to learn from experience
quickly in order to facilitate local innovations
and promote China’s social and economic de-
velopment in a comprehensive, coordinated
and sustainable way.

3 ANALYSIS FRAMEWORK

Based on the above definitions, discussions on
inclusive human development through social
innovations will reply on probing how inno-
vations — namely to social polices and social
governance mechanisms — will impact on in-
come growth, improved educational levels, im-
provements to healthcare and the evolution of
political participation. This report attempts to
explore the multiple ways social policies and
social governance mechanisms impact on hu-
man development. This includes overall levels
of inclusiveness and each component part -
including the even distribution of economic
growth (See Figure 1).

4 STRUCTURE OF THE
REPORT

This report is structured in the following way:
Chapter | explains the concept of inclusive hu-
man development, social innovation and re-
lated theories; it also reviews how they have
historically interactedfrom an international per-
spective, and charts the broad course of Chi-
na's inclusive human development since1949.
Chapter Il gives an overview of the conditions
and characteristics of China’s human develop-
ment and analyzes the problems China is fac-
ing in seeking to improve its inclusive human
development. Chapter Il discusses China’s in-
clusive human development practices, includ-
ing social innovation - at both central and lo-
cal level - and discusses some innovative pilot
projectsthat have been trialed since the start of
the 21st Century. Chapter IV focuses upon fu-
ture challenges posed to China and recent ex-
plorations into social innovation and inclusive
human development. Chapter V selects several
relevant international experiences that China
may draw on to improve the inclusiveness of
its human development. Finally, Chapter VI
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Figure 1 FRAMEWORK OF ANALYSIS
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CHAPTER

SOCIAL INNOVATION AND IN-
CLUSIVE HUMAN DEVELOPMENT
WITHIN A GLOBAL CONTEXT

Key Messages

through a sound social policy system.

policies.

theories.

- Human development encompasses far more than economic conditions or income growth.It also includes
the protection of citizens’ social rights such as the right to healthcare and education, equality among
different communities and genders, and mass participation in public affairs, all of which can be achieved

« History has shown that human development evolves gradually through several phases. At present, the
“inclusiveness of human development” is increasingly gaining attention in policy circles.The main way to
improve inclusiveness is via both economic and income growth, and via innovation and improving social

« China’s development has passed througha series of these development phases. Human development
at every phase isclosely linked withthe social and economic characteristics of the time. China’s overall
human development has significantly progressed, but challenges still remain.

« There are competing theories regarding which is the appropriate method for improving human
development in China (and globally) - top-down or bottom up. This report addressesboth of these

1.1 REVIEW OF INCLUSIVE
HUMAN DEVELOPMENT
AND SOCIAL INNOVATION
FROM A GLOBAL
PERSPECTIVE

Economic growth is the driving force for hu-
man development. According to the history of
human development, rapid economic growth

mainly occurred during the three hundred years
following the 18th century. According to Angus
Maddison, an economic historian, the average
annual growth rate of global GDP from year 1
to 1700 AD was around 0.1 percent, reaching1.6
percent between 1700 and 2012.'

This rapid economic growth that began in the
18th century laid the material foundations for

1 Angus Maddison,The World Economy (OECD, Paris, 2004)
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inclusive human development; making inclu-
sive human development a reality, however, de-
pends more on the capacity to govern a nation,
at the heart of which lies institutional innova-
tion. Although the origin of countries can be
traced back to ten thousands of years ago when
the first agricultural societies were established
in Mesopotamia, the first truly modern Europe-
an state emerged four to five hundred years ago
in the 16th century. ' At the same time, studies
have also revealed that national inclusive po-
litical and economic systems first emerged in
the so-called 1688 “Glorious Revolution” in the
United Kingdom, although successful attempts
at developing such systems are recorded in an-
cient Rome between 4th century BC and 4th
century AD in Venice between the 9thand 15th
centuries. Only after the establishment of these
systems could inclusive human development
be achieved progressively. ?

The above research results — especially from
a European perspective — imply that the 18th
century is a suitable starting point for a study
examining social innovation practices in achiev-
ing inclusive human development. On one
hand, rapid economic growth during this pe-
riod provided the basic resources for inclusive
human development; on the other hand, mod-
ern state systems and their basic social safety
nets also improved markedly during this period.
Rapidly improved social innovationsduring this
eraenhancedthe capacity of state governance
and provided the basic institutional systems
that would gradually help achieve inclusive hu-
man development.

According to Francis Fukuyama, a modern European state is a
centralized bureaucracy that is able to control large scale military,
levy taxes, and exert sovereignty over a vast territory. In this sense,
the earliest form of modern European state can be traced back
to three monarchies four hundred years ago - France, Spain and
Sweden. See Francis Fukuyama,State-Building: Governance and
Beijing World Order in the 21st Century (China Social Sciences Press,
2007)
2 Daron Acemoglu and James Robinson, Why Nations Fail- The
Origins of Power, Prosperity and Poverty (Crown Publishers, New
York, 2012)

THREE STAGES OF SOCIAL
INNOVATION IN INCLUSIVE
HUMAN DEVELOPMENT

Social innovation and its impact on inclusive
human development since the 18th century
can be divided into three stages according to
a number of relevant criteria and the social
groups that benefited from inclusive develop-
ment.

Stage I: Limited inclusive human
development centering on economic
growth (from the 18th century to the
early 20th century)

As the Industrial Revolution broke out in the
United Kingdom and spread throughout the
world, the 18" and 19* centuries saw unprec-
edented economic growth, which resulted in
significant improvements to personal wealth.
Evidence shows that global GDP growth was
around 0.5 percent per annum from 1700 to
1820, and this rose to 1.5 percent from 1820 to
1913.3 Rapid economic growth provided thesol-
id material foundation that supports inclusive
human development. However, due to lagging
progress in social innovation and governance,
inclusive growth during this period was fairly
limited (although markedly improved com-
pared to conditions before the 18™ century).

The limitations of inclusive human develop-
ment during this period were twofold. Firstly,
while economic growth was substantial, de-
velopments in social progress, political equal-
ity, cultural prosperity — and other areas -were
relatively limited. Secondly, as far as social class
was concerned, while the beneficiaries of de-
velopment extended to monarchs, aristocrats,
churches, merchants and craftsmen, the ben-
efits of development were not equally available
to the vast majority of the population,who were
typically workers.

3 Angus Maddison, The World Economy (OECD, Paris, 2004)



Basic state functions during this period were
limited to the police force, the courts, the mili-
tary, diplomats and general administrative staff,
and taxes accounted for less than 10 percent of
national income. In addition, most of the prof-
its earned from industrial production were held
by factory owners and other minority groups.
As a result, the wages of workers remained at
very low levels for a long period of time. It was
not until after 1870 that wages significantly in-
creased. In the early 20th century, the income of
the richest 10 percent of developed countries’
populations accounted for 50 percent of na-
tional income, reflecting the extreme inequality
in many societies. '

Social innovation during this period was mainly
accomplished by expanding the pluralism of
political systems and by strengthening cen-
tralized state systems. The Glorious Revolution
in the United Kingdomin 1688 and the French
Revolution in 1789 contributed to the develop-
ment of an inclusive political system in these
two countries, 2 however, political equality for
all members of society was still not achieved
during this period. Furthermore, education,
health and other services that are commonly
recognized as basic public services offered by a
modern state, were excluded from the govern-
ment remit at the time. In terms of access to the
above services, there were still significant gaps
between members of society and inequality re-
mained pervasive for a number of years.

Stage ll: Enhanced inclusive hu-
man development centering on
social policy and social welfare
construction(from the 1920s to the
1970s)

After the 1920s, rapid technological advanc-
es caused the global economy to grow more

1 Thomas Picketty, Capital in the Twenty-First Century (The Belknap
Press of Harvard University Press, London, 2014)

2 Daron Acemoglu and James Robinson, Why Nations Fail- The
Origins of Power, Prosperity and Poverty (Crown Publishers, New
York, 2012)

quickly, providing a stronger material basis for
inclusive human development. More impor-
tantly, with the expansion of government func-
tions during this period, rapid development
in social innovation and governance capacity
encouraged improved institutional support for
inclusive human development.

During this period, frequent social innovations
and changes in governance models in devel-
oped countries were stimulated by two world
wars and the Great Depression, whose events
alerted most developed countries to the limita-
tions of laissez-faire economics. In this context,
most developed countries strengthened gov-
ernment intervention, increased government
spending, introduced new social policies and
expanded the scope of public services provid-
ed by the government. These efforts efficiently
promoted inclusive human development. As a
result — in addition to economic growth — de-
veloped countries also saw significant improve-
ments in social progress, political participation
and many other development indicators. Un-
like development in the 18th and 19th centu-
ries, which benefited only certain groups of
people, ordinary members of society were af-
forded fairer access to benefits during this later
period. Whether in terms of the policy areas
or the people involved, developed countries
reached higher levels of inclusive development
in the mid-to-late 20th century.

This progress was also achieved due to the ris-
ing ratio of government spending to GDP in
developed countries. In the late 1970s, over-
all government spending accounted for up
to 50 percent of GDP in some countries, and
even up to 70 percent in Western European
and Nordic countries with high levels of wel-
fare provision. Meanwhile, income distribu-
tion gaps were narrowing in these countries.
The proportion of income earned by the rich-
est 10 percent of the population relative to
the national income dropped from 45-50 per-
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cent between1900-1910 to 30-35 percent be-
tween1950-1970. "

During this period, social innovations in devel-
oped countries occurred in several spheres. In
the economic sphere, the government further
expanded the protection of property rights,
strengthened intervention in monopolies, and
introduced progressive income and property
taxes. In the political sphere, the government
adopted an electoral system that provided
equal rights for all, promoted citizen partici-
pation, strengthened the role of trade unions,
and improved worker protection. In the social
sphere, governments implemented a wide
range of social security measures, such as pop-
ularizing education, improving human capi-
tal through universal compulsory education
policy, implementing extensive social security
measures, intensifying poverty alleviation ef-
forts and increasing assistance for vulnerable
groups.

Stage lll: Divergence of inclusive hu-
man development (since the 1980s)

Since the 1980s, there has been a trend to-
wards a global divergence in inclusive human
development. Although the overall trend in de-
veloped countries has been the continuation
of social innovation and inclusive human de-
velopment, some income gaps have widened,
leading to the deterioration of inclusive de-
velopment. As for developing countries, some
have taken the initiative to promote social in-
novation, achieved rapid economic growth,
and have raised overall levels of inclusive de-
velopment. Others have experienced constant
economic downturns or even deteriorations,
and are far from achieving inclusive human de-
velopment. In other words, since the 1980s, in
the context of globalization, major developed
countries have entered a post-modernization

1 Thomas Picketty, Capital in the Twenty-First Century (The Belknap
Press of Harvard University Press, London, 2014)

era, and at the same time the number of emerg-
ing economies have continuously grown. Social
innovation and inclusive human development
worldwide have developed unevenly, with
progress, stagnation and setbacks occurring
regularly.

The above mentioned divergences in devel-
oped countries have stemmed directly from
economic slowdowns, population ageing, dif-
ferentiated patterns of public spending, and
the influence of neo-liberalism and new ad-
ministrations that focus attention on develop-
ment issues. In the 1980s, under the influence
of neo-liberalism, the United Kingdom and the
United States introduced a number of anti-in-
terventionist measures, deregulating the econ-
omy and lowering tax rates. However, these
measures resulted in further income inequality.
From 2000 to 2010, the income of the richest 10
percent of the US population as a percentage
of national income increased to 45-50 percent
reaching that of Europe during 1900-1910. The
income gap also widened in Europe, especially
in the UK where the income of the richest 10
percent rose to 40 percent among the national
income. 2 As the growth rate of public spending
declined, social support mechanisms available
to disadvantaged groups was also inhibited,
causing the living conditions of low-income
groups to deteriorate.

Some developing countries have gradually in-
troduced more inclusive political and economic
systems, which have brought about rapid eco-
nomic growth as well as progress in other areas.
However, due to the lack of a strong central
authority to in still law and order, some other
countries have remained caught in prolonged
political divisions and civil wars. It is difficult
for the latter to maintain economic growth, let
alone achieve inclusive development. What is
more, in some middle income Latin American
countries, the absence of inclusive political

2 Ibid.



or economic systems has partly led to serious
income inequality, causing them to become
stuck as middle income countries for decades.
Some of these countries have failed to achieve
further development and some have fallen into
decline.

Social innovation during this period was often
a continuation of what had been achieved in
previous years. While in developed countries,
social innovation occurred due to the strength-
ened role of social and community organiza-
tions, in developing countries, social innovation
occurred by adapting and improving measures
that had already been implemented in devel-
oped countries.

Importantly, in the late 20th century, some
countries and international organizations ac-
tively continued exploring how to improve
levels of inclusive development. These explora-
tions saw both successes and failures.

Since the late 20th Century, more than 20 coun-
tries have joined the group of high income
countries, most of which are European coun-
tries with high level of inclusiveness. Further-
more, the entry of Japan and the “Four Tigers”
into this group largely relied on social innova-
tions for inclusive development at the same
time as they were developing economically. In
contrast, since the 1970s, some Latin American
counties have gradually fallen into the “middle-
income trap”. These countries paid inadequate-
attention to inclusiveness while their econo-
mies were experiencing economic growth,
which resulted in severe income disparities.
These income disparities caused slow econom-
ic growth and a “growth poverty” phenomenon
— where an economy grows at a slow rate while
poverty rates remain high. As a result of this
phenomenon, the coexistence of irregular af-
fluence and poverty occur. This sharp contrast
shows that inclusive development is vital for
countries aiming to avoid the “middle income

trap”. Moreover, in the process of achieving in-
clusive development, social policy and gover-
nance innovations are key.

As is evident from the social innovations that
happened during the 18th century, constant
social innovation gradually drives inclusive
human development. At the same time, huge
differences in the way social innovations were
framed and carried out in different countries
and over different historical periods have led to
variation in levels of development in countries
around the world.

1.2 RETHINKING AND
REFLECTING ON INCLUSIVE
HUMAN DEVELOPMENT

Since the late-20th century, as international
communities have continued deepening their
understanding of inclusive human develop-
ment, adjustments to development concepts
have occurred and investigations into inclusive
human development have evolved.

National level: Exploring a new index
to measure human development

After the 1970s, countries at different levels of
development have deepened their understand-
ing of development concepts and attempted to
build a more accurate index to measure devel-
opment. Throughout this process, the explora-
tions of countries like Bhutan, the United King-
dom and France have remained prominent.

The King of Bhutan first proposed the con-
cept of Gross National Happiness in 1970. The
King of Bhutan, at the time, believed that the
government should work towards the goal of
achieving happiness for all of his citizens and
that authorities should pay attention to the bal-
ance between material and spiritual well-being.
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Based on this philosophy, four pillars of national
development were developed by the Bhutan
government: Good governance, economic de-
velopment, cultural preservation, and environ-
mental conservation.

After the 2008 financial crisis, conceptualizing-
development once again became a focal point
in the international community. In this context,
French President Nicolas Sarkozy proposed
and established the Commission on the Mea-
surement of Economic Performance and Social
Progress in 2009. This commission comprises
25 eminent experts from five countries who
specialize in economics, political science, psy-
chology and other fields. Five of them are win-
ners of The Nobel Memorial Prize in Economic
Sciences.! The goal of the Commission was to
design a broader and more comprehensive
tool than GDP to measure economic and social
progress. Following Sarkozy’s initiative, in 2010
British Prime Minister David Cameron directed
the UK’s Office for National Statistics to launch a
project to develop a national happiness assess-
ment tool, which would serve as an important
public policy tool for the British government.
The first results were presented in 2012. Since
then, the practice of measuring development
including a metric that assesses people’s well-
beinghas gradually spread across the globe.
These programmes have had a significant im-
pact on the development of public policies and
global governance.

International organizations: Exploring
multidimensional measurements of
development

Since the late 20™ century, international organi-
zations have had a much larger influence on the

1 They are Kenneth J.Arrow (1972), Amartya Amartya Sen (1998),
James Heckman (2000), Joseph E. Stiglitz (2001) and Daniel
Kahneman (2002). Joseph E. Stiglitz was named as the Chair of
the Commission. Amartya Sen was the Economic Adviser and
Jean-Paul Fitoussi, Professor of Economics at the Paris Institute of
Political Studies, was the coordinator. Available here: http://www.
stiglitz-sen-fitoussi.fr/en/membres.htm

measurement and interpretation of human de-
velopment compared to national governments
with regard to the measurement of people’s
wellbeing.

In 1990, UNDP introduced a Human Develop-
ment Index (HDI), which measured national
human development from three dimensions:
income, education and health. UNDP now
publishes annual Human Development Re-
ports based on this index. Although the HDI
includes fewer indicators than the Organization
for Economic Co-operation and Development’s
(OECD’s) Better Life Index (see below), both in-
dices look beyond income to measure multiple
dimensions of development. Moreover, since
fewer indicators are used, the HDI is more oper-
able and more impactful.

In addition to HDI, the Millennium Develop-
ment Goals (MDGs) introduced by the United
Nations, is another example of how interna-
tional organizations have contributed tona-
tional and international development practices.
The MDGs were first proposed and adopted at
the United Nations Millennium Summit held in
September 2000. There were eight goals with18
associated targets and 48 indicators. The eight
goals were: to eradicate extreme poverty and
hunger; to achieve universal primary educa-
tion; to promote gender equality and empower
women; to reduce child mortality; to improve
maternal health; to combat HIV/AIDS, malaria
and other diseases; to ensure environmental
sustainability; and to develop a global partner-
ship for development.

The MDGs provided a new model for under-
standing development and taking action
against a wide range of social ills. Nearly 190
countries signed and committed to the MDGs.
Targets for 2015 were clearly laid out, and 1990
was set as the baseline year. The conception
and implementation of the MDGs represents
the first collective and integrated attempt to



improve the lives and life chances of the world’s
poor, " and has had a profound impacton the
history of human development. Progress as-
sessments of the MDGs by all countries involved
were completed by 2015.

In 2012, United Nations began work to adopt
a new development agenda, the “post-2015
agenda’, which sets out goals to be achieved by
2030.The post-2015 agenda, or 2030 agenda,
for sustainable development comprised of 17
Sustainable Development Goals and 169 tar-
gets was passed during the UN Summit in Sep-
tember 2015. It represents a transformational
and universal agenda that differs in many ways
from the Millennium Development Goals agen-
da set forth 15 years ago:

« Itis a more ambitious agenda. It calls for the
eradication of poverty, not just a 50 percent
reduction to the poverty rate as dictated in
the MDGs. More ambitious aspirations have
also been formulated for health, education,
and gender equality;

- It is a broader agenda. It goes beyond MDG-
era issues — which were mainly social to en-
compass productivity and inclusive growth;
peaceful and inclusive societies; climate
change, and patterns of production and con-
sumption for enhanced living standards. It
also suggests that we live within the means
imposed by our planet.

- It is a universal agenda. Although it will be
implemented at the national level, where
specific national priorities should be taken
into account, the new agenda breaks the
artificial, and increasingly outdated, divide
between developed and developing coun-
tries, and calls on all countries to embrace
the same set of goals.

« It is a global agenda. Achieving the post-
2015 agenda implies not only taking action
1 Jonathan Rigg, “The Millennium Development Goals’, in Vandana

Desai and Robert B. Potter (eds) The Companion to Development
Studies (The Commercial Press, 2014)

within national boundaries, but calls for col-
lective action to deal with global challenges
ranging from climate change to financial and
economic stability, and communicable dis-
ease control.

In addition, the OECD launched its Better Life In-
dex in May 2011. The index includes 11 dimen-
sions of wellbeing: income, jobs, housing, edu-
cation, environment, health, community, civic
engagement, safety, work-life balance, and life
satisfaction.The Better Life Index demonstrates
the following four characteristics: Firstly, it em-
phasizes wellbeing over GDP, productivity and/
or innovation; secondly, it focuses on inequal-
ity and examines the wellbeing of indepen-
dent groups rather than the ‘average’ experi-
ence; thirdly, it is concerned with wellbeing
as an output rather than an input, and it uses
the achievement of wellbeing as an indicator;
fourthly, it contains both subjective and objec-
tive measures, calculating wellbeing based on
both objective living conditions and people’s
personal, subjective experiences.

The OECD has also developed an online test-
ing tool, based on the Better Life Index. People
can use this tool to find out how their countries
measure on the 11 topics most important to
them by rating these topics according to their
importance. The index created as a result of this
data gathering process will be used to measure
citizens’ personal satisfaction.

Moreover, the World Economic Forum pub-
lished its Inclusive Growth and Development
Report 2015 in September 2015. As part of the
Forum’s Global Challenge Initiative on Econom-
ic Growth and Social Inclusion, the report pres-
ents a framework consisting of seven policy di-
mensions and analyzes how countries can use
policy incentives and institutional mechanisms
to make economic growth more socially inclu-
sive. The seven dimensions are:

- Education and skills;
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« Employment and labour compensation;
+ Asset building and entrepreneurship;

 Financial intermediation and real invest-
ment in the economy;

- Corruption and rent seeking;
. Basic services and infrastructure; and
- Fiscal transfers

According to the authors, the report is intend-
ed to provide an actionable framework ' for
countries around the world to promote social
inclusion and economic growth. This analytical
framework represents another important out-
come of international organizations’ efforts to
promote inclusive human development.

1.3 THEORETICAL
EXPLORATIONS INTO
ACHIEVING INCLUSIVE
DEVELOPMENT

There are numerous theoretical explanations
that address how development and inclusive-
ness should be realized. The most eminent are:

- New institutional economics;

+ Inclusive institutions theory;

State function and state strength theory;
- Development as freedom; and

- Causes of inequality and how to deal with it.

New institutional economics: Institu-
tions and their contribution to the
development agenda

According to the notion that inclusive develop-
ment is promoted via social innovation, the the-
ory of new institutional economics contributes

1 World Economic Forum, The Inclusive Growth and
Development(2015)

to the canon by recognizing institutional va-
lidity as a prerequisite for development. 2 New
institutional economics originated in 1937 and
developed from Coase’s analysis® of why firms
exist. Coase’s central argument was that institu-
tions provide a mechanism wherein rational in-
dividuals are able to transcend social dilemmas
to cooperatively establish firms, and thereby
reduce transaction costs. * Understanding that
the assumptions of neoclassical economics are
irrelevant to developing countries, new institu-
tional economics scholars suggested that, since
the free market is not sufficient to ensure devel-
opment, it is necessary for the government to
design growth-oriented institutions in the form
of development policies.

Regarding the evolution of inclusive human de-
velopment, new institutional economics directs
the focus of development studies to institution-
al innovation by identifying the importance of
institutions to development. Moreover, infor-
mation asymmetry, transaction costs, adverse
selection, moral hazards and other concepts
proposed by new institutional economics also
became important foundations for internation-
al organizations’ project design after the 1990s.
New institutional economics was also a strong
driving force for the development of social in-
novation methods and models after this period.

Inclusive institutions theory: Directly
explaining the role of institutions to
inclusive development

From an institution building perspective, the
most direct theoretical explanation for inclusive
human development is the theory of inclusive
institutions, proposed by Daron Acemoglu and

2 Phillipp Lepenies, “New Institutional Economics and Development’,
in Vandana Desai and Robert B. Potter (eds) The Companion to
Development Studies (The Commercial Press, 2014)

3 Ronald Coase, The Nature of the Firm (1937), The Problem of Social
Cost (1960).

4 Robert Bates, “Social Dilemmas and Rational Individuals: An
Assessment of the New Institutionalism’; in John Harris, Jane Hunter
and Colin Lewis (eds) The New Institutional Economics and Third
World Development (Routledge, London, 1995)



James A. Robinson. "When analyzing the roots
of inequality, poverty and overall prosperity in
human society, the inclusive institutions theory
is used to critique geographic/climatic deter-
minism, cultural determinism and other similar
concepts. Based on case studies conducted to
demonstrate the real-life development experi-
ences of several countries, the theory propos-
es that for a country to eliminate poverty and
achieve sustained economic development and
social prosperity, the establishment of inclusive
political and economic institutions of which the
former play a more fundamental role is neces-
sary.

The theory of inclusive institutions points out
that choices made by institutions, i.e. the politi-
cal processes required to build institutions, are
critical for explaining why some countries de-
cline. To achieve sustained economic growth,
the key is to design proper economic institu-
tions that exploit the full potential of inclusive
markets, encourage technological progress, in-
vest in people, and utilize the ingenuity and skills
of citizens.This relies on economic institutional
arrangements that encourage the protection
of private property rights, support covenants,
create a level playing field, and ensure smooth
entrance of new companies into market com-
petition. To build such economic institutions
requires well-structured political institutional
arrangements. As such, inclusive political in-
stitutions underpin inclusive economic institu-
tions, support creative destruction and sustain-
able innovation, and the latter directly leads
to comprehensive social development and
progress. Furthermore, this theory recognizes
the coexistence of centralization and pluralism
within inclusive political institutions. Pluralism
ensures effective representation of the interests
of each group in society, while centralization of
power ensures that the state has the capacity to
maintain order, implement policies and formu-
Wl\cemoglu and James A. Robinson, Why Nations Fail: The

Origins of Power, Prosperity, and Poverty(Crown Publishers, New
York, 2012).

late appropriate response measures.

Lastly, this theory suggests that in general, inclu-
sive institutional arrangements are composed of
three elements:the protection of private prop-
erty rights and the freedom to conduct desired
economic activities; a fair and equitable legal
system to ensure that the rights of all citizens
are equally protected; necessary public services
provided by the government to bring prosper-
ity to all members of society.

State function and state strength
theory: Explaining the importance of
institutions to inclusive development
- another perspective

Similar to the theory of inclusive institutions,
the theory of ‘state function and state strength’
looks at the way national institutions contrib-
ute to development from another perspective.
Francis Fukuyamais the leading contemporary
expert that advocates this theory.

According to this theory, to ensure that politi-
cal institutions evolve towards inclusive human
development, it is necessary to strike a balance
between the state, rule of law and accountabil-
ity, which allows each to play their respective
roles effectively. 2 Among them, the state is the
most important.

With respect to the state, this theory argues
that we should distinguish between two di-
mensions: state function and state strength.
The former mainly refers to the various func-
tions and actions taken by the government;
the latter refers to the ability of the state to de-
velop and implement policies and enforce laws
- this is usually referred to as state capacity or
institutional capacity. Furthermore, this theory
stresses that a distinctive feature of politics in
the 20™ century has been the long-lasting de-

2 Francis Fukuyama, Political Order and Political Decay: From the

Industrial Revolution to the Globalization of Democracy (Farrar,
Straus and Giroux, New York, 2014)
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bate regarding how large and powerful a state’s
strength should be.’

Based on the World Bank’s World Development
Report 1997 which categorized state functions
into minimal, intermediate and activist func-
tions, the theory of state function and state
strength further develops these classifications.
Within the analytical framework of the theory
of state function and state strength, minimal
functions include: providing pure public goods,
defense, law and order, protection of property
rights, macroeconomic management, public
health, improving equity and protecting the
poor. Intermediate functions include: address-
ing externalities, education, environmental
protection, regulating monopoly, vocational
education, insurance, financial regulation and
social insurance. Activist functions include: in-
dustrial policies and redistribution of wealth.
Institutional capacity, as defined by this theo-
ry, includes the ability to formulate and carry
out policies and enact laws, to administer effi-
ciently, to control malpractice, corruption, and
bribery, to maintain a high level of transparency
and accountability in government institutions
and, most importantly, to enforce laws.?

In addition to the above two dimensions, the
theory outlines where countries should be po-
sitioned in terms of state functions and state
strength. The results show that from an eco-
nomic growth perspective, narrow state func-
tionand great state strength is probably the
ideal combination; however, from an inclusive
human development perspective, wide state
function and great state strength is optimal.
This theory also points out that a state with
very broad state function but with limited state
capacity would be the worst possible scenario.

Since the 1980s, many countries have been op-

1 Francis Fukuyama, State-Building: Governance and World Order in
the 21st Century(China Social Sciences Press, 2007)
2 Ibid.

posed to the idea of “big government”. 3 Sig-
nificant attempts were made to move some ac-
tivities under the remit of the state into private
markets or civil society. However, in developing
countries, the weakness and incompetence of
governments or anarchy has been the root of
many serious problems; stagnation and dete-
rioration that has occurred in developing coun-
tries during this period can be attributed to
narrowing state functions, while building and
enhancing state-capacity has not materialized.*

Both the theory of state function and state
strength and the theory of inclusive institu-
tions analyze the inclusiveness of development
from the perspective of institution building at
the state level; they also attempt to explain the
causes of failure in some countries. In some re-
spects, these two theories are markedly similar.
For example, when explaining the deterioration
of development performance in newly indepen-
dent developing countries after the mid-20"
century, the theory of inclusive institutions sug-
gests that deterioration has often happened
when countries have lacked the required cen-
tralized power to maintain state order and im-
plement necessary policies, and thus have not
been able to provide basic support for inclusive
human development. Similarly, the theory of
state function and state strength attributes the
failure of these countries to their lack of state
capacity. Moreover, both of them convey rela-
tively negative sentiments towards the role of
international organizations performed during
the 1980s. According to the theory of inclusive
institutions, when borrowing inclusive eco-
nomic institutions from other nations, countries
often fail to take into account the fundamental
importance of inclusive political institutions.
The theory of state function and state strength
argues that these countries only follow the rec-
ommendations of international organizations

3 See Rose and Peters, Can Government go Bankrupt? (1977) or The
Welfare State in Crisis (OECD, 1981)

4 Francis Fukuyama, State-Building: Governance and World Order in
the 21st Century (China Social Sciences Press, 2007)



to reduce state function, but do not promote
statebuilding, the purpose of which is to im-
prove state capacity.

Development as freedom: Attempt-
ing to understand the inclusiveness of
development from a human centered
perspective

Compared to the theory of inclusive institu-
tions and the theory of state function and
state strength, both of which look at develop-
ment from the macro or statelevel, the theory
of development as freedom provides a human
centered and more micro-level view of devel-
opment. Amartya Sen is a canonical theorist in
this field.

According to Sen, development should be seen
as a process that focuses on expanding the free-
doms that people enjoy, and various types of
“unfreedom” that leave people with few choic-
es and opportunities to exercise their agency
should be removed. Freedom is not only the
primary purpose of development butan indis-
pensable tool for promoting development. To
expand the freedoms enjoyed by members of
society, personal income growth is very impor-
tant. However, freedom also depends on other
determinants, such as social and economic ar-
rangements (education and health facilities), as
well as political and civil rights (participation in
public discussions, etc.). Development requires
the removal of major sources of unfreedom,
including poverty as well as tyranny, poor eco-
nomic opportunities, systematic social depriva-
tion, neglect of public facilities as well as intol-
erance and excessive intervention of repressive
states.

The theory of development as freedom points
out that “freedom” is defined in a substantive
sense and represents the practical ability to
choose the life one has reason to value.Sub-

1 Amartya Sen, Development as Freedom (Renmin University Press,
China, 2012)

stantive freedom includes the basic ability to be
free of hardship (such as hunger, malnutrition,
preventable diseases and premature death).
Freedom alsoincludes “political interest”, which
includes possessing literacy and numeracy
skills, and the ability to enjoy political participa-
tion. For example, the unemployed should be
eligible to relief, people with an income below
the minimum level should be able to access
grants, and every child should have access toan
education.

Within the theoretical framework of develop-
ment as freedom, “freedom” plays a fundamen-
tal role in development: freedom is a consti-
tutive part of social value and development;
freedom is intrinsically valuable and thus does
not need to display its value through its asso-
ciation with other valuable things or through
its role in promoting other valuable things. The
five most important freedoms instrumental to
development are: political freedom, possessing
economic facilities, social opportunities, trans-
parency and security. These five instrumental
freedoms not only contribute to the general
ability of people to live more freely, but they
also complement each other. 2

Furthermore, the theory points out that the
20th century established democratic and par-
ticipatory governance as the best model of
political organization. A precondition for the
success of market mechanisms is that opportu-
nities offered by market mechanisms must be
reasonably shared. To make this happen, a state
needs appropriate public policies to provide
basic education and universal access to primary
healthcare facilities and to ensure that there are
sufficient resources (e.g. land) that are critical to
certain economic activities (e.g. agriculture). To
achieve social equity and justice, the far-reach-
ing power of the market must be supplement-
ed by the creation of basic social opportunities.
Therefore, for developing countries in particu-

2 Amartya Sen, Development as Freedom (Renmin University Press,
China, 2012).

1IX3INOD TVEOT1D V NIHLIM INIWAOTIAIA NYIWNH JAISNTONI ANV NOILYAONNI T¥IDOS =

15



16

lar, it is extremely important to create opportu-
nities through public policy innovations. '

Development as freedom provides a new per-
spective for understanding and measuring
development, and has revolutionized develop-
ment theories and practices.

Causes of inequality and how to deal
with it: Discussing the cause and
impact of the lack of inclusiveness in
development and how to address it

In recent years, when analyzing how to increase
the inclusiveness of development, some econo-
mists have conducted systematic studies, from
a more comprehensive perspective, on the
causes and impacts of inequality and the strate-
gies required to address it. The two most promi-
nent economists recently working in this area
are Thomas Piketty? and Joseph Stiglitz. 34

Thomas Piketty has conducted pioneering stud-
ies on long-term inequality trends and the
factors underlying these trends. Based on an
analysis of wealth data relating to European
and American countries over the past three
hundred years, he argues that inequality has
been expanding in all countries since the end
of WWII and that it will soon become more
damaging. He also argues that the amount of
wealth owned by an individual depends not
only on labour but more on inherited wealth.
Therefore, family background outweighs hard
work and talent in terms of wealth possession.

1 Ibid.

Thomas Piketty, born in 1971, is a French economist who works on
wealth and income inequality. He is currently Professor at the Paris
School of Economics and Directeur d'études at the Lecole des
Hautes Etudes en Sciences Sociales (EHESS). In 2013, he received
the Yrj6 Jahnsson Award, an award given to European economists
under the age of 45 “who have made a contribution in theoretical
and applied research that is significant to the study of economics
in Europe”.

Joseph Stiglitz, born 1943, is a US economist and currently
Professor at Columbia University in New York. He was Chief
Economist at the World Bank until January 2000. He was awarded
the Nobel Memorial Prize in Economic Sciences in 2001.

4 Infact, apart from Thomas Piketty and Joseph Stiglitz, some other
economists have also made significant contributions, including
Anthony B. Atkinson. See Anthony B. Atkinson, Inequality: What
can be done?(Harvard, 2015)
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Piketty also notes that due to economic growth
and the dissemination of knowledge and skills,
extreme inequalities, as predicted by Karl Marx,
have not occurred in today’s societies, but
deep-seated wealth and income inequalities
remain unchanged. Returns on capital have
been higher than economic growth rates for a
long time; this reinforces income inequality and
may threaten the values of modern democracy.
One of Piketty’s main solutions to the problem
is to use political institutions and means, that is,
to introduce a progressive tax on wealth glob-
ally to curb the rich-poor divide and income in-
equality.

Piketty’s research results are clearly explained
in his book Capital in the Twenty-First Century,
which is regarded by some economists as “one
of the most important economic books ofthe
past decade”. ° Therefore, this report discusses
the role of taxation in addressing income in-
equality in China in later chapters.

Like Piketty’s studies on wealth and income in-
equalityand the factors affecting these trends,
Joseph Stiglitz focuses on the impacts of in-
equality and the corresponding mechanisms to
eradicate it.

In his book The Price of Inequality, ® he presents
a comprehensive agenda for creating a more
dynamic economy anda fairer and more equal
society. His critical analysis is mainly concerned
with developments in America, and how what
is happening there relates to what is happening
elsewhere in the world. In his The Great Divide:
Unequal Societies and What We Can Do About
Them 7 Joseph Stiglitz widens his perspective
on how to deal with America’s growing inequal-
ity and social divisions.

5 Thomas Piketty, Capital in the Twenty-First Century (CITIC Press,
China, 2014)

6 Joseph Stiglitz, The Price of Inequality: How Today’s Divided Society
Endangers Our Future (W. W. Norton and Company, New York,
2012).

7 Joseph Stiglitz, The Great Divide: Unequal Societies and What We
Can Do About Them(W.W. Norton and Company, New York, 2012)



Overall, Stiglitz asserts that badly regulated
markets are neither efficient nor stable and
tend to amass wealth in the hands of the few.
Money given to those at the top does not nec-
essarily “trickle down”and turn into job creation
and innovation. Competition is hampered, thus
producing slower growth and lower levels of
GDP. Extensive and growing inequality is inef-
ficient and bad for both the economy and for
growth. Markets are shaped by politics, and po-
litical institutions and policies often shape and
strengthen inequality. He argues that an effi-
cient system of social protection is an important
part of any modern society. Stiglitz observes
that many countries with comprehensive social
security systems and with policies that promote
egalitarianism in terms of income and wealth
distribution, health and education, have been
growing much more rapidly than countries like
the United States where social protection is less
comprehensive. He argues that the economy
as a whole would be better off if there was less
inequality, and that those at the top would also
profit from a more equal society. Policies that
would simultaneously increase growth and
equality are achievable. More efficient econo-
mies and fairer societies are created by making
markets more competitive and less exploit-
ative. Politics can help make markets and the
economy more efficient and can ensure that
society is less divided. The economic reform
agenda he proposes would, he argues, simulta-
neously increase economic efficiency, fairness,
and opportunity. He observes that “Histori-
cally, early stages of growth are often marked
by large increases in inequality, as some parts
of the country grow faster than others, and as
some individuals are better equipped to cope
with modernization than others. This growth of
inequality is certainly apparent in China, but it
is far from inevitable”.

Stiglitz’' reform agenda would primarily address
the situation in America, butitalso includes ele-
ments of general interest to many other coun-

tries. It encompasses the following compo-
nents: (1) control excesses at the top of society
by curbing the financial sector; introduce stron-
ger and more effectively enforced competition
laws; improve corporate governance; introduce
comprehensive reform of bankruptcy laws; end
government giveaways — whether this includes
public assets or procurement trends; end cor-
porate welfare - including hidden subsidies;
legal reform — promoting democratizing access
to justice, and preventing an arms race; (2) re-
form tax by creating a more progressive income
and corporate tax system; create a more effec-
tive estate tax system to prevent the creation of
a new oligarchy; (3) help the rest of the popu-
lation through improving access to education;
help ordinary Americans (i.e. citizens) save; pro-
vide healthcare for all; strengthen other social
protection programmes; (4) temper globaliza-
tion by creating a more level playing field and
ending the race to the bottom; (5) restore and
maintain full employment with the help of fis-
cal and monetary policies and correct trade im-
balances; design active labour market policies
and improve social protection; (6) implement
a new social compact through which workers’
and citizens’ collective action is supported; sup-
port affirmative action, which would eliminate
the legacy of discrimination; and finally (7) re-
store sustainable and equitable growth with a
policy based on public investment; redirect in-
vestment and innovation to preserve jobs and
the environment.

The above theories shed light on the importance
of institutional design to understanding and
achieving inclusive development. New institu-
tional economics firstly stresses the importance
of institutions, while the theories of inclusive
institutions, state function and state strength,
and development as freedom, respectively ex-
plain institutional mechanisms from perspec-
tives of the state and the individual. Moreover,
in terms of understanding inclusiveness trends,
and how to rectify inequality and enhance in-
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clusive development, Thomas Piketty and Jo-
seph Stiglitz have provided critical insights into
institutional design from different perspectives.

Additionally, the abovementioned theories dem-
onstrate two approaches to development. One
is a bottom-up approach, such as Amartya
Sen’s theory, which focuses on people’s liveli-
hoods and considers direct support for un-
derprivileged groups to be a key priority. The
other is top-down, which considers policy de-
sign, mechanism building and super structures
as crucial to development — such as Francis
Fucuyama'’s theory. This report believes that the
above mentioned approaches are key to inclu-
sive development, and that they are comple-
mentary to each other. Therefore, this report
will adopt both approaches to inform examina-
tions of innovations at the grassroots level and
discussions about institutional design.

1.4 RECENT THEORY
EXPLORATION AND
SOCIAL INNOVATION
PRACTICES BY CHINA

Since its foundation in 1949, China has made
a series of explorations to achieve inclusive
development. The Chinese government has
adjusted and improved its development plans
and has designed and promoted new develop-
ment concepts. These explorations have con-
siderably boosted China’s development, and
have bolstered China’s experience of promot-
ing inclusive human development through so-
cial innovations.

Theoretical explorations: introduction
of multi-dimensional development
and shared development

Since the establishment of the People’s Repub-
lic of China in 1949, eradicating inequality has
been one of the core goals of China’s economic

and social development. The Chinese govern-
ment has not only eliminated class differences
via public ownership, but has also introduced
policies that have gradually ameliorated urban-
rural differences, worker-farmer differences and
differences between manual and non-manual
workers. China stresses the importance of eco-
nomic growth and the enhancement of citizens’
material living standards, and is striving for so-
cial developments in areas such as education
and health.

Since the start of the reform and opening-up,
China’s development goals have been con-
sistently adjusted and improved. The idea of
“promoting economic, political and cultural
progress” was proposed at the Sixth Plenary
Session of the 12th Communist Party of China
(CPC) Central Committee in 1986. Following
this at the Sixth Plenary Session of the 16th
CPC Central Committee in 2006, the idea was
to “promote economic, political, cultural and
social progress”and to “promote economic, po-
litical, cultural, social, and ecological progress”
- an idea launched at the 18th CPC National
Congress in 2012. This evolution of ideas dem-
onstrates that the Chinese government has en-
hanced its understanding of development over
a number of years. Along with this evolution of
concepts, the Chinese government has placed
more emphasis on inclusive development, and
introduced core concepts such as “Harmonious
Society”, “Scientific Outlook on Development”
and “Shared Development”,

In 2004, the CPC set the goal of social develop-
ment to build a harmonious socialist society,
which refers to a state of society characterized
by harmony, peace, and working together. On
September 19 2004, the Fourth Plenary Session
of the 16th CPC Central Committee officially
introduced the concept of “building a harmo-
nious socialist society”. Since then, the concept
has been abbreviated to as “Harmonious Soci-
ety”in China.



The concept of “Harmonious Society” involves
multiple dimensions, including harmony among
individuals, harmony between people, har-
mony between different sectors and strata of
society, harmony between individuals, society
and nature, and harmony between individual
countries (i.e. China) and the outside world.
According to theoretical explanations, in this
new historical period, efforts to promote so-
cialist cultural and ethical progress should be
built around the long-standing ideals of peace
and harmony, and building societies where all
people live in harmony and govern the nation
together.

Compared with the concept of “Harmonious
Society”, the “Scientific Outlook on Develop-
ment” explains the Chinese government’s ideal
development model directly. It was proposed
by then General Secretary of the CPC Central
Committee Hu Jintao in his speech on July 28
2003. In his words, this concept meant “putting
people first, pursuing all-round, balanced and
sustainable development, and promoting the
all-round development of the economy, society
and people. In practice, this concept stresses
the importance of coordinating development
between urban and rural areas, development
between regions, between the economic and
social sector, between man and nature, and de-
velopment domestically and internationally to
push forward comprehensive reforms. At the
17th CPC National Congress in 2007, the “Sci-
entific Outlook on Development” was written
into the CPC Constitution as part of the Chinese
government’s theoretical guidance. According
to Hu Jintao, development was the top priority
people mattered most, all-round, balanced and
sustainable development was a basic require-
ment and coordination was the fundamental
means of achieving this goal.

New development concepts including “Shared
Development” were proposed in the China’s
13" Five-Year Plan adopted by the Fifth Session
of the 18thCPC Central Committee in Novem-

ber 2015. “Share Development” refers to en-
gagement and participation, and to enjoying
economic and social development. It aims to
build a comprehensive and moderately pros-
perous society by 2020, and stresses the fun-
damental principles of improving institutional
reforms, guiding public expectations, equality
of opportunity, and improving basic living stan-
dards. “Shared Development” will be the pri-
mary guiding principle for improving people’s
living standards in future.

Evolvement of Social Innovation:
Changes since 1949

China’s social innovations for inclusive human
development over the last sixty years can be di-
vided into three phases, which the author will
refer to in the rest of this report.

Phase | lasted from the 1950s to

the 1970s. During this period China
achieved a low level of development
that featured high inclusiveness

After its establishment in 1949, the PRC China
launched a series of socialist transformations,
replacing its economic and social systems with
a planned economy, characterized by public
ownership. It also introduced land system re-
forms, which brought land under collective,
national ownership and ensured that farmers
would have equal land-use rights. During this
phase, almost all sectors of China’s economy
and society underwent egalitarian-oriented in-
novations, where a series of new systems were
designed and implemented. As a result of these
institutional changes, China’s Gini coefficient
declined from 0.558 in 1953 t0 0.317 in 1978."

Social innovation and human development
during this phase featured fairness by “egalitar-
ian distribution”. A comparatively high level of
inclusiveness was achieved at the expense of

1 Seethe database ALG of 166 countries’ Gini Coefficient between 1950
and 2012 (2014 version), Branko Milanovic.
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a relatively low level of development, because
little attention was paid to efficiency. Nonethe-
less, many of the institutional innovations dur-
ing this phase laid solid foundations for China’s
future development. For instance, healthcare
systems, which provided community-level care,
were established during this phase. This im-
proved Chinese citizens’ health substantially
and was thus recognized by some international
organizations as an example for other devel-
oping countries. Amartya Sen spoke highly of
China’s institutional improvements during this
phase. In his book Development as Freedom,
Sen clearly points out that “China has always
been one of the contemporary world’s fore-
runners in promoting social reforms, especially
through huge progresses in educational expan-
sion, change of healthcare system and land
reform. The complementarity between social
progress and economic growth has been tes-
tified by China’s recent history. Thanks to the
progress in the abovementioned three aspects,
China has gained required strength at the on-
set of its reform and opening-up campaign and
also become capable of capitalizing on market
discriminatively in the process of development.”

Phase Il spanned from the 1980s -
after the reform and opening-up
period- to the end of the 20th cen-
tury, during which China achieved fast
development,with limited inclusive-
ness

During this phase, China gradually introduced
and improved its market economy, which
helped to mobilize citizens and enhanced ef-
ficiency moving away from the egalitarianism
that was imposed in Phase |. Seeking a faster
rate of development, the Chinese government
proposed a principle of “giving priority to ef-
ficiency with due consideration to fairness”
with a goal of “encouraging some people to
get rich first” in 1980s. The plan was to “pro-
mote economic, political and cultural prog-
ress” proposed at the Sixth Plenary Session of

the 12th CPC Central Committee in 1986. Dur-
ing this phase, China’s social innovations were
designed to improve efficiency. In light of the
wide differences between regions with regard
to natural resources, the Chinese government
devised differentiated policies for different re-
gions and populations. Such a move helped to
stimulate the Chinese economy by an average
annual rate of over 10 percent; it also resulted
in an increasingly widening income gap among
different population groups. As rural-urban dis-
parities widened, China's Gini coefficient rose
from 0.317 in 1978to what was widely consid-
ered as an alarming level of inequality - 0.4 - in
1993. At the same time, with the introduction
of the market economy, state responsibilities
began to narrow and some local governments
cut their spending on health and education.
As a result, despite maintaining high rates of
economic growth, China lagged far behind
other countries regarding social development,
and the inclusiveness of China's development
was limited. However, rapid growth during this
phase undeniably brought considerable social
benefits to the country. On one hand, there
was a rapid decrease in the number of poverty-
stricken citizens in China. On the other hand,
rapid economic growth generated substan-
tial government revenues, laying a foundation
for the government'’s efforts to advance social
progress, expand administrative functions, and
increase spending in later phases.

Phase Ill began with the start of the
21st century. During this phase, China
focused on enhancing the inclusive-
ness of development, giving due con-
sideration to levels of growth

Since the beginning of the 21st century, to ad-
dress problems such as wide income gaps and
lagging social development, China aimed to
achieve inclusive development, by introducing
guidelines for improving social equity and jus-
tice and by putting people first; it also highlight-
ed the principle of “paying equal attention to



efficiency and equity”. During this phase, social
innovation in all fields was intended to ensure
that people benefitted equally from China’s de-
velopment, that is, to make development more
inclusive by paying more attention to social eg-
uity. Specifically, the Chinese government has
gradually scaled up its support to rural areas
and disadvantaged groups, rebuilt its public
health system, fulfilled its responsibility to pro-
vide education at all levels, put in place a sound
pension system covering the whole country,
and progressively expanded its state functions
without reducing its state strength. In addition,
China has made active efforts to develop indi-
ces to measure people’s wellbeing, seeking to
establish an index that can measure social de-
velopment in an all-encompassing way. In addi-

tion to elevating its levels of development, such
social innovation has made development in
China increasingly inclusive. As a result, urban-
rural income ratios in China dropped to 2.73
in 2015 after reaching its peak of 3.33 in 2009.
China’s Gini coefficient also fell to 0.462 in 2015
after hitting its peak of 0.491 in 2008.

The above analysis reveals that during each
phase China’s social innovations have served
to tackle problems that occurred in preceding
phases. This phenomenon, where social issues
lead to social innovations, is fairly common. As
a result of corrective mechanisms, China has
gradually, but successfully, improved its inclu-
sive human development.
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CHAPTER

SITUATIONS AND CHARACTERIS-
TICS OF HUMAN DEVELOPMENT

IN CHINA

Key Messages

development in China.

between regions and urban/rural areas remain large.

« China’s HDI has significantly improved and China has already reached a high level of human development.

- Compared to most countries in the world, China’s progress should be attributed to rapid economic growth
that has played a critical role in enhancing human development. Although the contribution of social
policies is insufficient to fully explain this improvement, its impact has been significant on levels of human

- While citizens’ income levelshave significantly increased in China, the income gap has widened between
the poor and the rich. Economic inequality is particularly prominent in China compared with other
countries, and is likely to worsen if not addressed imminently.

« Inequalities of opportunity and outcome in health and education have diminished, but discrepancies

2.1 CHINA’S HUMAN
DEVELOPMENT
ACHIEVEMENTS

China has made tremendous progress in hu-
man development since the reform and open-
ing up campaign was launched at the end of
1970s. As per the Human Development Report
2015 published by UNDP, China’s Human De-
velopment Index (HDI) reached0.727 in 2014,

ranking 90" among 188 countries/regions, indi-
cating that China has entered a phase of high
human development. Reflecting upon the past
30 years, China in the 1980s was in the group of
countries with low human development. 'After
1995 China was classified as having a medium
level of human development, finally achieving

1 According to the latest criteria of the UNDP, HDI below 0.550
indicates low human development, HDI between 0.550 and 0.699
means medium level of human development, and HDI between
0.700-0.799 implies high-level human development. HDI above
0.800 means super high human development.
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high-levels human development in 2011. After
2008, China’s HDI exceeded the world average
(see Figure 2.1). Out of 47 countries in the low
human development group in 1990, China is
the only country that has moved into the high
level group.’

Indeed, human development in China captures
several key indicators such as income, poverty
reduction, health, education and socio-political
participation. Its success is also evident in its
achievement of the Millennium Development
Goals (MDGs) (see Box 2.1).2

PROGRESS ON INCOME
GROWTH AND POVERTY
REDUCTION

Thanks to three decades’ worth of rapid eco-
nomic growth, China has become the second
largest economy in the world. In terms of per
capita GDP, China has become an upper-mid-
dle-income country (according to World Bank-
criteria); 3 itsper capita GDP reached US$7620
(current prices) in 2015, at the same time as its
per capita GNP reached US$7580 (current pric-
es). The per capita disposable income of urban
residents increased from RMB343 in 1978 to
RMB29,381 (US$4,800 in current prices) in 2014
and the per capita netincome of rural residents*

1 Human Development Report (UNDF, 2014)

2 For details of China’s MDG progress please refer to a separate progress
table for each goal in the annex of this report.

3 As per the World Bank’s classification in 2014, countries with per
capita GNP below USS 1,045 are low-come countries, those with
per capita GNP between USS 1,045 AND US$4,125 are mid and low-
income countries, those between USS4,125 and USS 12,746 are mid
and high-income countries, and those with per capita GNP higher
than US$12,746 are high-income countries.

4 Foralong time, China has used disposable income as a way to
measure urban residents’ income (and the net income of rural
residents). Net income, as a result of primary distribution, does not
include income transfers, such as pensions, medical care or insurance.
Disposable income is the final result of primary and secondary
income distribution. Transfer expenditure, like spending on public
goods, donations and penalties, have not been considered before but
augmented the living standards of peasants. Therefore disposable
income was used by peasants for final consumption, non-compulsory
spending and deposits. Since the fourth quarter of 2012, the National
Bureau of Statistics has integrated measures for urban and rural
households, which used to be separate, and collected data about
the disposable income of rural residents. The per capita disposable
income of rural residents was RMB 10,488.9 in 2014, slightly higher
than net income.

grew from RMB133.6 to RMB9,892.0(US$1,600
in current prices), ® increasing by 13.1 and 14.00
times respectively if adjusted for inflation. Citi-
zens' material livelihoods also drastically im-
proved; most households have escaped the
poverty trap and now lead a moderately pros-
perous life. An increasing number of families
are also becoming rich. According to a research
report compiled by the Development Research
Center of the State Council and the World Bank
(China 2030), despite its economic slowdown in
2015, China is likely to join the group of high-in-
come countries and become the world’s largest
economy by 2030. According to international
poverty alleviation criteria, ° 660 million people
were lifted out of poverty from 1978 to 2010, ’
which represented a huge contribution to the
world poverty alleviation cause. According to
China’s poverty alleviation criteria, 250 million
rural poverty-stricken people were lifted out of
poverty over the same period.In 2011, China
raised its national poverty line to RMB2,300
per annum(constant price levels in 2010) ° — ac-
cording to this poverty line, there were 166 mil-
lion poverty-stricken rural residents that year.
This number had nearly halved to 55.75 million
by2015,' just four years later.

HEALTH IMPROVEMENTS

Chinese people enjoyed comparatively good
health conditions before the reform and open-
ing up, with almost all health indicators far
above the average levels of other developing
countries. China’s health indicators have con-
tinued to improve since the 1980s.

5 China Statistical Yearbook (2015).

6 US$1.25 per day, the poverty standard set by the World Bank.

7 “China’s Poverty Alleviation Efforts See Great Achievements’; http://
www.scio.gov.cn/xwfbh/xwbfbh/wqfbh/2014/20140127/zy30356/
Document/1362130/1362130.htm

8 The poverty standard for rural residents was RMB100 in 1978,
and was increased year by year. It was enhanced to RMB 625 and
RMB1,274 respectively in 2000 and 2010, and significantly to
RMB2,300 in 2011 (at the constant price in 2010).

9 Surge from RMB1,274 to RMB2,300 (as per the constant price in
2010).

10 National Bureau of Statistics of the People’s Republic of China,
Statistical Communiqué of the People’s Republic of China on the 2015
National Economic and Social Development(2015).



Figure 2.1 Changes in China’s HDI and the World Average
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Source: Statistical Annex 2, Human Development Report 2015 and 2014 by UNDP.

China’s average life expectancy increased from
67.9 in 1981 to 74.8 in 2010, which was above
the world average life expectancy of 70. Be-
tween 2000 and 2010 life expectancy further
increased by 3.4 years, suggesting accelerated
progress (see Table 2.1).

Theinfant mortality rate' dropped from 50.2per-
centin 1991 to 8.9percentin 2014.2China’s mater-
nal mortality rate declined by 75.6percent,from
88.8/100,000 in 1990 to 21.7/100,000 in 2014.3
China successfully achieved some of the UN
Millennium Development Goals (MDGs) ahead
of schedule.

PROGRESS IN EDUCATION

China’s illiterate population accounted for 80
percent when the People’s Republic of China
(PRC) was founded in 1949. * By 2011, when

1 The proportion of infants who die within one year after their birth
(out of the total newborns).

2 China Statistical Yearbook(2015)

3 Ibid.

4 Minister of Education Zhou Ji, China 60 Years: Education Shapes A
Nation, a series of interviews with ministers of the PRC on Education
(People’s Daily, August 27, 2009)

a universal nine-year compulsory education
policy was introduced and the elimination of il-
literacy among young and middle-aged citizen-
swasrealized, the illiteracy rate among young
and middle-aged people had fallen to 1.08 per-
cent.”?

The net enrollment rate of school-age children
into primary schools has reached and main-
tained levels above 99 percentover the past
decade, reaching 99.81 percent in 2014, with
net enrollment rates for boys and girls at 99.8
percent and 99.83 percent respectively. ¢ Gross
enrollment rates’ into middle schools increased
from 88.6 percent &in 2000, to 103.5 percent

5 Yuan Guiren, Education is the Fundamental Task: The Development
of Education Reform since the 16th National Congress of the
Communist Party of China (People’s Publishing House, 2012)

6 Statistical Bulletin of Education Development in China (2014),
available here: http://www.moe.edu.cn/jyb_xwfb/gzdt_gzdt/
$5987/201507/t20150730_196698.html

7 The gross enrollment rate refers to the proportion of students in
specific grade in the total population at corresponding school age,
regardless the age of the student; therefore, this figure might be
over 100 percent.

8 Statistical Bulletin of Education Development in China in 2000,
http://www.moe.edu.cn/publicfiles/business/htmlfiles/moe/
moe_372/200407/843.html
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Table 2.1 China’s Average Life Expectancy in years

Year Average life expectancy
Total Male Female
1973-1975 - 63.6 66.3
1981 67.9 66.4 69.3
1990 68.6 66.9 70.5
2000 714 69.6 73.3
2010 74.8 724 774

Source: China Health and Family Planning Yearbook in 2014.

in 2014." People receiving China’s nine-year
compulsory education? reached 93.0 percent in
2015. Gross senior high school enrollment rates
increased from less than 50 percent in 2000
to 87.0 percent in 2015, and gross enrollment
rates into higher education grew from around
10 percent in 2000 to 40.0 percent in 2015.2 In
2014, the working age population (20-59) that
had received a high-school education account-
ed for 15.83 percent. By 2015, the gross en-
rollment rate of China’s three-year pre-school
education had increased significantly from 50.9
percent in 2009 to 75.0 percent.

PROGRESS IN CHOICE AND
PARTICIPATION

China’s human development progress is not on-
lyevident in terms of income growth, poverty
reduction, healthcare and educational attain-
ment, but also in the number of options avail-
able to people and expanding participation in
economic, social, and political affairs.

Along with improvements to China’s market
economy since the 1980s, China’s planned econ-
omy has since disbanded, offering people the
freedom to choose their occupation and mak-

Statistical Bulletin on Educational Development in China (2014)
http://www.moe.edu.cn/jyb_xwfb/gzdt_gzdt/s5987/201507/
t20150730_196698.html.
2 The percentage of students in graduating classes at middle
schools, and total enrollment at primary schools.
3 National Bureau of Statistics of the People’s Republic of China,
Statistical Communiqué of the People’s Republic of China on the 2015
National Economic and Social Development.

ing occupational mobility possible.* Individuals
are now afforded more opportunities to realize
their potential and to develop professionally.
This has played a critical part in driving China’s
remarkable economic success.

Since the 1980s, China has encouraged com-
munity autonomy in rural and urban areas by
devolving more responsibilities to local govern-
ments and communities, which has helped resi-
dents to participate in political and social affairs.
As reforms to state and social governance came
onto the agenda, the government has steadily
supported the development of social organiza-
tions ° and opened channels to encourage the
public to participate in decision-making and
consultation exercises. Each of these reforms
has enhanced citizens’ involvement in national
affairs. ¢

2.2 CHARACTERISTICS

OF CHINA'S HUMAN
DEVELOPMENT: FROM THE
HDI ANGLE

China has achieved tremendous results in terms

4 The household registration system still prevents the migrant
population from enjoying all local services and rights, but does
not restrict employment.

5 Asocial organization is similar to a non-governmental
organization. Originally termed “civil organizations”, and renamed
“social organizations”in China from 2007. Social organizations
currently include social groups, foundations, private non-
enterprise units (mainly non-profit organizations that provided
social services such as education, health etc.).There were 6.6
million social organizations in China by the end of 2014.

6 This will be discussed in chapter 3 in more detail



Box 2.1 Progress towards MDGs in China

In September 2000, 189 member states attended the UN Millennium Summit, which adopted the UN
Millennium Declaration. The Declaration set a series of detailed objectives, the so-called Millennium
Development Goals (MDGs). The MDGs cover many areas such as the economy, society and the environment.
Measurement of the MDGs began in 1990 and ended in 2015. These goals have been the main criteria for
measuring the progress of global development, and have formed an important framework for promoting
international development cooperation; as a result, they have been widely accepted and adhered to
globally. The UN set indicators to separately monitor goals in eight different areas, and submitted MDG
progress reports on a regular basis. In July 2015, the Chinese government and the United Nations (UN)
System in China jointly published the Report on China’s Implementation of the Millennium Development
Goals (2000-2015), which reflected on China’s progress in achieving several MDGs over 15 years. The MDG
table below summarizes China’s progress.

Goals and targets Current Situation Detailed data
Goal 1: To eradicate extreme poverty and hunger
Target 1A: Halve, between 1990 and 2015, the Already met The number of poverty-stricken people in China decreased by 439 million, from

proportion of people whose income is less than 689 million in 1990 to 250 million in 2011.
US$1.25 a day
Target 1B: Achieve full and productive employ- Basically met The number of employed people in China was 773 million in 2014; or 393 million
ment and decent work for all, including women urban residents. From 2003 to 2014, 137 million new jobs were created in urban
and young people areas. This reduced the unemployment rate, which over the past ten years has

remained below 4.3 percent. In 2014, the number of female employees has
remained at 44.8 percentof employees nationwide. Initial employment rates of
college graduates were continuously above 70 percent until 2014.
Target 1C: Halve, between 1990 and 2015, the Already met The number of people with malnutrition made up 23.9 percent of China’s entire
proportion of people who suffer from hunger population between 1990 and 1992. This figure declined to 10.6 percent between
2012 and 2014, by the number of 138 million people.
Goal 2: To achieve universal primary education

Target 2A: Ensure that, by 2015, children Already met China has fully implemented a nine-year free compulsory education system, with
everywhere, boys and girls alike, will be able to a net enrollment rate for primary-school-age children that increased from 99.1
complete a full course of primary schooling percent in 2000 to 99.8 percent in 2014. China’s illiteracy rate dropped from 6.7

percent in 2000 to 4.1 percent in 2014.
Goal 3. To promote gender equality and women empowerment

Target 3A: Eliminate gender disparity in primary Already met Since 2008, the net enrolment rate at primary schools has been above 99 per-
and secondary education, preferably by 2005, centfor both boys and girls. China has practically eliminated gender disparities in
and in all levels of education no later than 2015 primary and secondary school education.

Goal 4.To reduce child mortality
Target 4A: Reduce by two-thirds, between 1990 Already met In 2013, the mortality rate of children under 5 in China stood at 12.0 percent; 80.3
and 2015, the under-five mortality rate percent lower than the rate in 1991. In 2013 the mortality rate of newborns was
6.9 percent; 79.2 percent lower than in 1991; and the mortality rate of infants in
2013 was 9.5 percent; 81.1 percent lower than in 1991.
Goal 5. To improve maternal health

Target 5A: Reduce by three quarters, between Already met The national maternal mortality rate (MMR) fell from 88.8 in 100,000 in 1990 to
1990 and 2015, the maternal mortality ratio 23.2in 100,000 in 2013. This represents a drop of 73.9 percent. The proportion of

urban MMR to that of rural areas narrowed from 1:2.2 in 1991 to 1:1.1in 2013.

Target 5B: Achieve, by 2015, universal access to Basically met The rate of systematic maternal management in China stood at 89.5 percent in
reproductive health 2013, while prenatal care and postnatal care reached 95 percent and 92.6 percent

respectively in 2012.
Goal 6. To combat HIV/AIDS, malaria and other diseases
Target 6A: Have halted by 2015 and begun to Basically met  The annual incidence (of HIV/AIDS) growth rate began to slow from 2012, and the

reverse the spread of HIV/AIDS prevalence of the disease has been contained - spread of the disease is mostly
controlled.
Target 6B: Achieve, by 2010, universal access to Basicallymet  Over 80 percent of people that meet HIV/AIDS treatment standards have received
treatment for HIV/AIDS for all those who need it standardized antiviral treatment. The fatality rate has been reduced from 33.1
percent in 2003 to 6.6 percentin 2013.
Target 6C: Have halted by 2015 and begun Basically met In 2014, China saw 889,400 new cases of tuberculosis, a decline of six consecu-
to reverse the incidence of malaria and other tive years since 2008. In 2014, China saw 3,149 new cases of malaria, 97.7 percent
major diseases of which were imported from outside China. China is committed to eliminating

malaria across the country.
Goal 7.To ensure environmental sustainability

Target 7A: Integrate the principles of sustain- Basically met Since 2000, with a focus on sustainable development, China has promulgated
able development into country policies and and amended a series of its laws and regulations; some of which have been
programs, and reverse loss of environmental incorporated into the government’s five-year plans for national economic and
resources social development.
Target 7B: Reduce biodiversity loss, achieving, Unfulfilled The percentage of threatened fauna and flora is still relatively high in China.
by 2010, a significant reduction in the rate of The government environmental protection protects 90 percent of China’s land
loss ecosystems, 85 percent of its wildlife and 65 percent of its rare plants, 25 percent
of its natural forests, over 50 percent of its natural wetlands and 30 percent of its
deserts.
Target 7C: Halve, by 2015, the proportion of Already met By 2012, the proportion of China’s population with access to improved safe
the population without sustainable access to drinking water had reached 92 percent; the proportion of the population using
safedrinking water and basic sanitation improved toilet facilities had reached 84 percent.
Target 7D: Achieve, by 2020, significant Probable By the end of 2014, China’s national and local governments had resolved systemic
improvement in the living conditions of around housing issues for over 40 million urban households.

100 million slum dwellers
Goal 8.To develop a global partnership for development
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Table 2.2 China’s HDI rank by date (124 sample countries) '

Year HDI Income index Health index Education index
1980 92 122 52 73
1985 92 114 54 80
1990 86 103 56 79
2000 79 86 51 81
2005 72 79 46 80
2010 68 67 45 72

Source: scores calculated using data from the UNDP website(http.//hdr.undp.org/en/content/human-development-index-hdi-table).

1 This rank is China’s position among 124 countries. In comparison, China ranks 90th among 188 countries in terms of HDI, as described at the

beginning of the report.

of human development since 1949. However,
certain distinctive features are characteristic of
certain periods.

Before the reform and opening up in the 1980s,
though faced with a low per capita income,
China realized relatively positive education and
health outcomes, which laid a solid foundation
for national human development. Although
China’s economic system at the time faced
some deficiencies and suppressed citizens' cre-
ativity, China’s social policies were helpful and
substantially promoted the accumulation of
human capital and human development. Fol-
lowing the foundation of PRC in 1949, the gov-
ernment began to pay great attention to public
health outcomes and focused on preventing
epidemics that severely harmed people’s health
and threatened the lives of mothers and their
children. Consequently, China’s average life
expectancy increased from 35 to 68 in just 30
years. Similarly, in around 1949, the enrollment
rate of school-age children was only 20 per-
cent. ' This increased to 95.9 percent 2 in 1978.
In other words, China had already made great
progress in terms of human development be-
fore the reform and opening up in 1978. In par-
ticular, developments in health and education
were much more advanced than developments
in other low-income countries at the time.

1 Minister of Education Zhou Ji, China 60 Years: Education Shapes A
Nation, a series of interviews with ministers of the PRC on Education
(People’s Daily, August 27, 2009).

2 National Bureau of Statistics of the People’s Republic of
China, available here: http://data.stats.gov.cn/easyquery.
htm?cn=C018&zb=A0MOR&sj=2014

Although data before 1980 is not available,
China’s achievements before the reform and
opening-up can be deduced from human de-
velopment figures in 1980. According to a rank-
ing of 124 countries that possessed complete
data on human development between 1980
and 2010, China’s HDI in 1980 ranked 92nd,
with scores for income, health and education
ranking 122nd, 52nd and 73rd respectively (see
Table 2.2).China’s scores for health and educa-
tion ranked far higher than its score for income;
demonstrating that China has been one of the
most progressive countries regarding human
development — especially considering its fast
economic growth since the 1980s.

See the background report made for this NHDR:
Zhang Xiulan (2015), Social Policy Innovation
and Human Development: China Experience

Since the reform and opening up in 1978, fast
economic growth has played a critical role in
promoting human development. Economic re-
forms since the end of 1970s have eliminated
constraints imposed by China’s planned econ-
omy and have unfettered the country’s eco-
nomic growth potential. China has maintained
economic growth at levels of nearly 10 percent
for over 30 years. This has been vital for pro-
moting its human development. Between 1980
and 2010, China’s income index enjoyed larger
increases than any other country in the world.
As shown in Figure 2.2, over the past three de-
cades, China’s income index has increased at a



Figure 2.2 China’s HDI and Its Components between 1980 and 2010
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Figure 2.3 Contribution of Each Component Index to HDI Growth between 1980 and 2010
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Source: Calculated using data from the UNDP website (http://hdr.undp.org/en/content/human-development-index-hdi-table).
See the background report made for this NHDR: Zhang Xiulan (2015),Social Policy Innovation and Human Development: China Experience

Note: Due to technical reasons, data from the UNDP website (updated in 2014) are used in this figure and the following HDI comparative analysis
of China and other countries. Data updated in December 2015 are slightly adjusted.
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faster rate than any other measure in the hu-
man development index despite its low start-
ing point. Figure 2.3 indicates that economic
(income) growth over the 30 years contributed
56.26 percent to China’s HDI growth and 65.53
percent between 1980 and 1990 (see Figure
2.3). Rapid income growth has lifted large num-
bers of China’s citizens out of poverty, improv-
ing material standards of living and offering
more choices and opportunities to millions of
people.

Since China’s reform and opening-up in 1978,
social policieshave played a minor role in pro-
moting human development. However, the
contribution of social policies to human devel-

opment has gradually increased in recent years.
Economic development since 1978 was the
major focus of China’s national strategy. Prior
to 2000, however, social policies on the whole
were poorly adapted to China’s economic con-
ditions and were secondary to economic re-
forms. China failed to realize the importance
of social policies until much later. This explains
whyhealth and education did not contribute
much to China’s human development over this
period. From 1980 to 2010, increases in China’s
education and health indices were much less
significant than income growth (Figure 2.2);
this has been corroborated by international
comparisons. According to data from UNDP,
among the 124 countries for which complete

Table 2.3 Simulation Results of China’s Human Development (124 countries)’

UNDP reported HDI history

Year HDI Education Health Income HDI rank
1980 0.423 0.358 0.724 0.292 92
1985 0.457 0.366 0.744 0.350 92
1990 0.502 0.406 0.761 0.408 86
2000 0.591 0.478 0.802 0.540 79
2005 0.645 0.531 0.832 0.606 72
2010 0.701 0.599 0.844 0.683 68
Simulation 1: Hold Income index value in 1980 as constant
Year HDI Education Health Income HDI rank
1980 0.423 0.358 0.724 0.292 92
1985 0.430 0.366 0.744 0.292 94
1990 0.449 0.406 0.761 0.292 94
2000 0.482 0.478 0.802 0.292 92
2005 0.505 0.531 0.832 0.292 94
2010 0.529 0.599 0.844 0.292 95
Simulation 2: Use world weighted average rate of change in Income index value
Year HDI Education Health Income HDI rank
1980 0.423 0.358 0.724 0.292 92
1985 0.439 0.366 0.744 0.311 93
1990 0.467 0.406 0.761 0.330 93
2000 0.522 0.478 0.802 0.372 88
2005 0.559 0.531 0.832 0.395 88
2010 0.597 0.599 0.844 0.422 88

Source: Calculations using data from the UNDP website (http.//hdr.undp.org/en/content/human-development-index-hdi-table).

See the background report made for this NHDR: Zhang Xiulan (2015), Social Policy Innovation and Human Development: China Experience

1 This rank is China’s position among 124 countries. In comparison, China ranks 90th (out of 188) in terms of HDI, as described at the beginning of the

article.



HDI data from 1980 to 2010 are available, China
moved up development rankings by 24 places
between 1980 and 2010. However, with a fixed
income index, results would have been quite
different. Two different HDI simulations that
control China’s income index both show that
between 1980 and 2010, China’s HDI rankings
would essentially have remained unchanged
(see Table 2.3). That is, improvements in health
and education failed to catch up with economic
growth. As such, income growth was predomi-
nantly to thank for China’s improved position in
international rankings during this period.

Since the start of the millennium, however, the
Chinese government has paid increasing at-
tention to social policies, constantly enhanc-
ing inputs to education, healthcare and social
insurance; improved access to social services
and launching a number of reforms to promote
equality. This new activism is arguably reflected
in changes to China’s HDI. Examining China’s
education index in Figure 2.3, for instance, indi-
cates that education contributed to significant
HDI growth in China- from 24.47 percent be-
tween 1980 and 1990 to 44.16 percent between
2000 and 2010 (almost as high as income prior
to 1980). As shown in Table 2.2, China's educa-
tion index has made significant progress since
2005, as has China’s health index since 2000.
It is therefore reasonable to expect that social
policies will further contribute to human devel-
opment in China in the coming decades.

2.3 INCLUSIVENESS
IMPROVED BUT
INEQUALITY IS STILL
PROMINENT

The 2014 human development regional indi-
cescalculated by our research team in China
(Table 2.4) show that disparities among dif-
ferent regions with regard to human develop-
ment remain large. Beijing has the highest HDI

(0.869), 44.8 percent higher than the region
with the lowest HDI — Tibet. The average HDI
among eastern regions is much higher than
the average for western regions. Beijing and
Shanghai have reached high levels of human
development, on a par with Spain, while Tibet’s
human development is on a par with Bhutan.
Since there is no longitudinal HDI data for Chi-
nese regions, it is difficult to compare changes
over time in order to assess whether disparities
vary. However, the table below (Table 2.4) does
show scores for education, health and income.
This demonstrates that inclusiveness is higher
where inequality is lowest.

EDUCATION: EQUALITY OF
COMPULSORY EDUCATION
HAS BEEN GREATLY ENHANCED
WHILE EQUALITY AT OTHER
EDUCATION LEVELS REQUIRES
IMPROVEMENT

In China, primary and secondary school educa-
tion is mandatory and free across the country,
enabling every child to attend school. Gender
inequality in compulsory education has almost
been eliminated. However, there remains a
large disparity between urban and rural areas
and between different regions. Urban-rural
gaps have narrowed in terms of facilities and
expenditure but still remain large in terms of
quality; this is because it is difficult to recruit
and retain high-quality teachers in rural areas,
especially areas that are poverty-stricken. In ad-
dition, although the government has pledged
to ensure that the school-age children of mi-
grant workers' can receive compulsory educa-
tion in cities where their parents work, barriers
still face these children when they attempt to
attend public schools. This is because local au-
thorities are obliged to collect funds for com-
pulsory education and because schools are
mm rural areas, these workers have worked in non-

agricultural sectors in their hometown for six or more months, or
have worked in other places for the same period of time.
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Table2.4 HDI among Regions in China

China 0.868 0.709 0.697 0.754

Tianjin 0.932 0.791 0.814 0.843

Shanxi 0.869 0.704 0.656 0.738

Liaoning 0.892 0.764 0.745 0.798

Heilongjiang 0.886 0723 0.672 0.755

Jiangsu 0.896 0.730 0.778 0.798

Anhui 0.871 0.656 0.654 0.720

Jiangxi 0.860 0.681 0.655 0.726

Henan 0.864 0.671 0.664 0.727

Hunan 0.866 0.679 0.676 0.735

Guangxi 0.872 0.641 0.648 0.713

Chongging 0.881 0.676 0.701 0.747

Guizhou 0.809 0.613 0.616 0.673

Tibet 0.762 0451 0.630 0.600

Gansu 0.826 0.642 0.616 0.689

Ningxia 0.845 0.668 0.682 0.727

Source: calculations by the research team. See data sources and calculation methods in appendix.



often hugely oversubscribed. Parents are also
required to provide a variety of supporting
documents that they often do not possess. This
large gap in educational quality and school fa-
cilities does not only exist between urban and
rural areas, and between different regions, but
also between different districts in the same
city due to a variety of historical factors. This
has created a phenomenon of “school picking”
among parents, causing the quality of schools
attended by urban children and poor migrant
workers’ children to differ significantly.

In addition, pre-school education (nursery
schools) and senior high school education (col-
leges) is not mandatory or paid for by the state.
Thus the urban-rural divide is largerfor pre-
school education and senior high school edu-
cation. In 2013 for example, the senior high
school gross enrollment rate was 79.0 percent
in Xinjiang ?,72.2 percentin Tibet, * 78.0 percent
in Guangxi, * 74.0 percent in Qinghai, > 72.1 per-
cent in Yunnan ¢ and 68.0 percent in Guizhou; ’
all below the national average (86 percent).

Similarly, while China’s higher education (uni-
versity) enrollment has expanded rapidly since
the end of the 1990s, making college education
accessible for more and more young people,
higher education is no longer free of charge.
This means children from rural or impoverished
families are disadvantaged with regard to col-

Wang Rong and Kin Bing Wu, Urban Service Delivery and
Governance in Education in Five Chinese Cities,(East Asia Pacific
Department, World Bank, Washington DC, 2008)

2 Statistical Bulletin on the Development of Education in the Xinjiang
Uygur Autonomous Region (2013) available here: http://www.xjedu.
gov.cn/xjjyt/sytj/2014/78011.htm

3 Available here: http://epaper.chinatibetnews.com/xzrb/html/2014-
02/10/content_512645.htm

4 2013 Guangxi Education Overview, available here: http://www.
gxedu.gov.cn/Item/15626.aspx

5 2013 Statistical Bulletin on the Development of Education in the
Province,available here: http://www.ghedu.cn/zwgk/jyfz/201404/
t20140410_14127.html

6 2013/2014 Statistical Bulletin on the Development of Education in
Yunnan Province, http://www.ynjy.cn/chn201401100927507/article.
jsp?articleld=131075030

7 2013 Work Summary and 40 Main Tasks in 2014 of Guizhou Provincial

Education Department (Education Work Committee of Guizhou

Provincial Party Committee), available here: http://www.gzsjyt.gov.

cn/ltem/32940.aspx

lege education and subsequent employment,
which has adversely affected their families’edu-
cation decisions. As a result, inequality of high-
er education access remained high.

HEALTH: BOTH REGIONAL

AND URBAN-RURAL HEALTH
GAPS HAVE DECLINED, BUT
ABSOLUTE DISPARITIES REMAIN
LARGE

With regard to health outcomes, regional gaps
in life expectancy remain significant, but are
gradually narrowing. In 1990, 2000 and 2010,
citizens of Shanghai boasted the highest life
expectancy while citizens in Tibet experienced
the lowest. The gap between these two re-
gions, however, narrowed from 15.26 years in
1990 to 13.77 years in 2000, and to 12.09 years
in 2010 (see Table 2.4). Calculations showing
the variance and the coefficient of variation re-
garding life expectancy at the provincial level
also show narrowing regional gaps (see Table
2.5). The urban-rural health gap is also shrink-
ing, but still remains large. Since 1990, the ur-
ban-rural gap regarding infant mortality rates,
under-five mortality rates and maternal mor-
tality rates narrowed. However, in 2014 infant
mortality rates and under-five mortality rates
in rural areas were still over twice as wide as
those in urban areas (see Figure 2.4). Nonethe-
less, there is currently no significant urban-rural
difference regarding maternal mortality rates —
at20.5/100,000 and 22.2/100,000, respectively
(see Figure 2.6).

The urban-rural health gap is also evident in
terms of nutrition. While child obesity is a prom-
inent issue in urban areas, many rural children
suffer from malnutrition, especially in impover-
ished areas. According to the China Household
Nutrition Survey (CHNS), the stunting rate of
children under five in rural impoverished areas
is over 20 percent; more than twice the national
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Table 2.5 Regions with the Highest Life Expectancy and the Lowest Life Expectancy

in 1990, 2000 and 2010

1990 2000 2010
Shanghai 74.9 78.14 80.26
Tibet 59.64 64.37 68.17

Source: 2014 China Health and Family Planning Statistical Yearbook

Table 2.6 Variance and Coefficient of Variation of Provincial Life Expectancy in 1990,

2000, and 2010
1990 2000 2010
Standard deviation 3.51 3.19 2.75
Average value 68.09 71.24 7491
Coefficient of variation 0.052 0.045 0.037

Source: Calculated based on data from 2014 China Healt h and Family Planning Statistical Yearbook

Note: Coefficient of variation= Standard deviation/Average value

Figure 2.4 Urban and Rural Infant Mortality Rate and Under-Five Mortality Rate

1991-2014(%o0)

80.0
70.0
~
60.0
N
50.0 — —
-~
N
40.0
N
30.0
S~
- — -
20.0 = — =
—_— - N -~ _ _— —_— — —_—
S~

10.0 e —
00 T T T T T T T T T T T T T T T T T T T T T T 1

= N MM < 1N O N 0O O O — &N M g 1N VW N 0 O O — N M <

A A O &y O O O O & O O O O O O O O O O — — — — —

A O O v O OO OO 00 0 O O O O O O O O O O O O o o o

— = = o~ = — — — — O &N AN ANANAN AN AN AN NN NN AN

——— Urban Infant Mortality Rate Rural Infant Mortality Rate

— — Urban Under-Five Mortality Rate — — Rural Under-Five Mortality Rate

Source: 2015 China Statistical Yearbook

average in 2010 and nearly six times the aver-
age urban rate.’

Gaps in health outcomes, such as life expectan-

1 China 2030: Building a Modern, Harmonious and Creative Society.
(The World Bank and Development Research Center of the State
Council of PR.C: China Financial and Economic Publishing House,
2012)

cy, are caused by multiple synergic factors in-
cluding living environment and income levels.
Gaps in infant mortality rates, child mortality
rates and other health outcomes are caused by
unequal access to medical services. China faces
two major problems regarding equal access to
medical services. One is the huge urban-rural



Figure 2.5 Urban and Rural Maternal Mortality Rate 1991-2014 (1/100,000)
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Note: In 2014, the maternal mortality rate in urban and rural areas was 20.5/100,000 and 22.2/100,000, respectively.

gap in medical facilities and service quality. De-
spite significant improvements to rural medical
facilities in recent years, these are still relatively
underdeveloped compared to urban facilities.
Furthermore, rural areas suffer great difficulties
retaining medical personnel; thus the qualityof
healthcare individuals receive is variable. De-
spite a system of universal medical insurance
recently implemented in China, medical insur-
ance is generally organized at the county or
municipal level; rural citizens have to buy insur-
ance and claim reimbursements for medical ex-
penses where they are registered as permanent
residents. Claiming reimbursements is very dif-
ficult for medical expenses incurred outside an
individual’s registered place of domicile, such
as in another province. This is particularly prob-
lematic for China’s large population of informal
and migrant workers. According to data provid-
ed by the National Bureau of Statistics of China,
in 2014, migrant workers totaled 168 million’
nationwide — approximately 12.3percent of Chi-

1 Migrant workers working in places other than towns where they
are registered.

na’s population. It is this underprivileged group
that faces significant institutional obstacles
with regard to accessing medical services. This
is discussed in more depth in Chapter 3.

INCOME DISTRIBUTION:
THE INCOME GAP HAS BEEN
CONTAINED, BUT STILL
REMAINS LARGE

In the early days of the PRC from 1949 onwards,
the Chinese government was faced with a rela-
tively large income gap. However, due to the
implementation of socialist reforms and a se-
ries of egalitarian policies, China’s income gap
has begun to narrow. According to the ALG da-
tabase (Fall 2014 version) provided by Branko
Milanovic, which includes the Gini coefficient
of 166 countries during 1950 and 2012, China’s
Gini coefficient stood at 0.558 in 1953. However,
thanks to various socialist reforms and a series
of strongly egalitarian policies, this gap gradu-
ally narrowed - to 0.305 in 1964, 0.279 in 1970,
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0.266 in 1975,0.317 in 1978 and 0.320 in 1980".

However, since the 1980s, China’s income gap
has widened rapidly, with its Gini coefficient
reaching 0.491 in 2008. China then became a
country with one of the most unequal income
distributions in the world. In 2007, the richest
10 percent of people in China earned more than
18 times as much as the poorest 10 percent, on
average. 2 Despite a minor decline in inequality
in recent years, the Gini coefficient still stood at
0.462 in 2015 (see figure 2.6).

There are also major income gaps between
urban and rural areas. Although there was a
minor decline in the urban-rural income gap
in the early days of the reform and opening-
up, the urban-rural income gap has largely
widened since the 1980s. Although China’s in-
come gap has begun to shrink since 2009, the
average income of urban residents is still three
times higher than the average income of rural
residents (see Figure 2.7). Regional gaps in per
capita disposable income are also significant. In
2014, Shanghai’s rural income gap was around
four times as high as per capita disposable in-
come in Guizhou, Gansu and Tibet, the bottom
three regions in the ranking (see Figure 2. 8).
According to the 2015 Human Development
Report, the inequality-adjusted income index
in China reduced China’s HDI by around 29.5
percent.

Overall, income gaps in China remain large al-
though the country has contained income dis-
parities among its citizens in recent years by
implementing a series of social and economic
policies aimed to promote equality.

Available here:http://www.gc.cuny.edu/Page-Elements/
Academics-Research-Centers-Initiatives/Centers-and-Institutes/
Luxembourg-Income-Study-Center/Branko-Milanovic,-Senior-
Scholar/Datasets
2 China 2030: Building a Modern, Harmonious and Creative Society.
(The World Bank and Development Research Center of the State
Council of PR.C: China Financial and Economic Publishing House,
2012)

CIVIC PARTICIPATION:
INSUFFICIENT CHANNELS AND
INCOMPLETE MECHANISMS FOR
PUBLIC PARTICIPATION

In recent years, China has reinforced and inno-
vated its approach to social governance and
has worked hard to encourage public participa-
tion. However, there are still too few channels
and sound mechanisms for public participation
overall; this is an important cause of social dis-
content and places great pressure on the gov-
ernment.

In particular, channels for public participation
are limited. These channels, which include hear-
ings and online opinion polls, have become a
mere formality. Competent authorities neither
take seriously opinions collected online, nor do
they give adequate feedback. Secondly, chan-
nels for the public to participate in the manage-
ment and supervision of social services such as
education and healthcare are so limited that
the public can hardly express their opinions at
all e this has led to severe discontent among
citizens and disputes with social service suppli-
ers.Thirdly, mechanisms for social organizations
to participate in public services and social gov-
ernance are incomplete. Due to their limited
ability to contribute to mechanism formulation,
poor professionalism and insufficient person-
nel and government support, social organiza-
tions fail to play a significant role.

Since the 1980s, China’s human development
has remarkably improved. However, huge gaps
in human development still remain between
urban and rural areas and between different re-
gions. Chinastill also features high levels of eco-
nomic inequality. In order to increase the inclu-
siveness of human development, China needs
to improve and broaden its social policies at the
same time as promoting economic growth.



Figure 2.6 China’s Gini Coefficient 1981-2015"
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1 Note: Data for 1981 to 2002 was calculated by Martin Ravallion and Shaohua Chen from the World Bank in 2004 based on the household survey
conducted by the National Bureau of Statistics of China; data for 2002 was derived from the ALG, a Gini coefficient database for 166 countries covering
nearly 60 years built by Branko Milanovic, former chief economist of the World Bank; data from 2003 to 2014 was based on the Gini coefficient
published by the National Bureau of Statistics of China over several years.

Figure 2.7 China’s Urban-Rural Income Ratio 1980-2013

3.50

o /./\
2.50 /\

2.00

1.50

1.00

0.50

1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014

Source: Calculated according to 2015 China Statistical Yearbook.
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Box 2.2 A New Indicator for Measuring Income Inequality:

the Palma Ratio

The Gini coefficient is the most commonly used indicator to measure income inequality, but it is complex
to use and hard to explain. In 2013, Alex Cobham and Andy Sumner, researchers from the Center for Global
Development, proposed a new indicator: The Palma ratio. The Palma ratio is based on research conducted
by Gabriel Palma, an economist at the University of Cambridge. While studying income distribution
in countries around the globe, Palma found that from 1990 to 2010, the combined income of medium-
income earners accounting for 50 percentof the national population (Group 5 to Group 9 of the ten evenly
divided groups that make up the national population in ascending order of income) accounted for around
50 percent of national income. The other half of national income was shared between low-income earners
(40 percentof the national population) and the highest-earning 10 percent; but the share for both of
these groups varied greatly from country to country. Studies show that the ratio of the combined income
of the richest 10 percent to the income of the poorest 40 percent is extremely sensitive to any changes
to the income distribution. In Cobham’ and Sumner’s article, they point out that the Palma Ratio is highly
correlated to the Gini coefficient, but not in a linear way. The higher the percentage of income held by the
richest 10 percent, the higher the Palma ratio - this better demonstrates changes to inequality levels than
Gini, and is more relevant to decisions made by policymakers. They admit that the Gini Coefficient and the
Palma Ratio both reflect the income distribution, but the latter is more direct and more easily understood
by policymakers and the public than the former.

The Palma ratio for a number of countries is listed below. From a regional perspective, the world’s Palma
ratio was 1.8 in 2005, with Southern Africa possessing the highest ratio of 5.2, followed by Latin America
with 4.0. Northern Europe’s Palma Ratio in 2005 was 1.0. The Palma ratio in China was 1.25 in 1990 and 2.15
in 2005 (an increase of 72 percent). The Palma Ratio for the United States was 2.1 and Japan’s was 0.9.

Global (and China’s)Palma Ratio

1990 2005
World 1.8
OECDcountries 1.5
European Union 1.3
Latin America 4.0
Southern Africa 5.2
North Europe 1.0
China 1.25 2.15
India 1.26(1987) 1.4
Russia 0.79(1988) 1.6
Brazil 6.45 4.30(2009)
South Africa 5.69(1993)
United States 1.59(1991) 21
United Kingdom 1.33 1.4(2002)
Japan 0.9

Source: Alex Cobham and Andy Sumner, Is It All About the Tails? The Palma Measure of Income InequalityWorking Paper: http://www.cgdev.org/search/palma?f[0]=field_
relate_experts%3A1424772;Hu Linlin, Gao Yuning. “A New Indicator to Measure Income Inequality: the Palma Ratio.” Modern SOE Research. No.12, 2014. “The global
upper class makes 32 times as much as the global lower class”.
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CHAPTER

REALIZATION OF INCLUSIVE HU-
MAN DEVELOPMENT THROUGH

SOCIAL INNOVATION - THE CHI-
NESE EXPERIENCE

Key Messages:

« Since the reform and opening up, China has encouraged the joint development of multiple economic
sectors; adopted proactive and flexible labour market policies; introduced controls over household
registration; and facilitated labour migration. As a result, China’s goal of full employment has been realized.

- Regarding education, given that levels of national education had been low since 1949, a wide range of
policies helped to popularize basic education. Significant investments in education after China’s reform
and opening up substantially improved educational attainment nationwide.

« Regarding healthcare, China’s efforts to meet residents’ health demands were once recognized as a
model by other low-income countries. Since the reform and opening up, some fluctuations occurred in
the healthcare industry. In recent years, however, the development of China’s healthcare industry has
received great attention and remarkable achievements have been made.

« Concerning China’s social governance reforms, the most outstanding achievement has been basic electoral
autonomy, as well as the promotion of public participation in China’s public administration.

- China’s innovations in promoting inclusive development include: adhering to a problem-oriented
approach, combining top-level design with local innovations, maintaining strong flexibility and
adaptability in the decision-making system, making innovation based on international experience and
national context, etc.

In 1949, when the PRC was founded, China’s spite numerous fluctuations and setbacks,' the
human development was very low. Since then, average rate of economic growth fairly high.
China has made tremendous efforts to recover According to calculations by Madison, the real
and stimulate economic growth. In the three average growth rate of China’s GDP between
decades fOIIOWing the founding of the PRC, de- mhe Great Famine during 1959 and 1961, the Cultural

Revolution during 1966 and 1976 and other phenomena that
significantly impinged on China’s human development.
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1952 and 1978 was 4.7 percent.! At the same
time, China began to pay greater attention to
the development of healthcare and education.
The country had been suffering with compar-
atively low levels of economic development
combined with a basic but comprehensive so-
cial policy system that had been established for
promoting human development in China. After
the reform and opening up, China entered into
transformative stage, implementing market-
oriented reforms and making changes to its so-
cial policy system that had been designed un-
der a planned economy. During the thirty years
following the reform and opening up, China
established a market economy and carried out
a series of reforms to its social policy system,
which was adapted to suit China’s new mar-
ket economy - these social policies have since
grown to suit this new environment. Despite
encountering challenges along the way (as well
as valuable lessons learned), China has made
significant reforms and innovations to its socio-
economic system, and has made overarching
improvements to its human development.

The following sections summarize China's ex-
perience with improving economic and income
growth, enhancing education and healthcare,
and expanding public participation.

3.1 CHINA’S EXPERIENCE:
SOCIAL INNOVATIONS FOR
BOOSTING ECONOMIC
GROWTH AND RAISING
INCLUSIVENESS

Economic income is a critical indicator for eval-
uating human development. This section focus-
es on the role of social innovations in boosting
economic and income growth, especially em-
ployment-related social policies such as China’s

1 Angus Madison, Long-term Performance of Chinese Economy
(Shanghai People’s Publishing House, 2008)

household registration system, labour market
policies, and social security policies.

In the early stages of its foundation, China be-
gan implementing an economy based on state-
owned and collective ownership enterprises
and implemented an economic development
strategy that prioritized the development of
heavy industries. In order to cope with the need
for capital to develop heavy industries and the
overall lack of capital in every sector, China be-
gan to adopt a highly centralized system of re-
source planning.? Despite its aim to achieve fair-
ness at the time the country’s most important
goal the pressure to industrialize caused China
to adopt a strict urban-rural division policy. On
one hand, China established household regis-
tration system that strictly prevented the mi-
gration of the rural population to cities; on the
other hand, China began to accumulate capital
for industrial development by using “price scis-
sors” and restricting urban salary levels. Corre-
spondingly, a dualistic policy system was estab-
lished in both urban and rural areas, but with
major differences. In urban areas, in addition to
salary controls, China also established a com-
prehensive welfare system using the former So-
viet Union as a model. This included education,
healthcare, pensions, housing and protections
for women and children. It also provided pro-
tections for public sector employees, including
State-Owned Enterprises (SOEs) and collective
enterprises. This system was based on a unified
revenue-expenditure taxation system and cor-
porate financial management, with specific or-
ganizations providing welfare for their employ-
ees on behalf of the government. In rural areas,
education, healthcare and other basic public
services were provided for peasants via the col-
lective economy with limited support from the
national treasury. However, overall coverage
and levels of welfare and insurance were signifi-
cantly lower than in urban areas.

mng and Li Zhou, Chinese Miracles: Development

Strategy and Economic Reform (Shanghai SDX  and Shanghai
People’s Publishing House, 1994)



Due to low levels of economic development at
the time, job opportunities were relatively lim-
ited in China. The government’s main approach
to creating jobs at the time was to encourage its
citizens to involve themselves with the planned
economy - either through industrial or agricul-
tural production activities. Urban youths were
also ordered to move to rural areas for “re-ed-
ucation of educated young people through liv-
ing and working in the countryside.” According
to the government, there was no unemploy-
ment problem.

In the late 1970s, in order to improve China’s
low levels of economic development, the gov-
ernment began to implement reform policies,
opening up and transforming its development
strategy from “class warfare as the guiding prin-
ciple” to “economic construction as the focus”
As a result, China’s economy gradually changed
from a planned economy into a market-orient-
ed economy. The role of the market to resource
management in China became increasingly
important; state ownership of companies was
gradually diversified; China's household and
work-based social management system — which
had been centrally managed - began to unrav-
el, and the flow of people and other resources
between urban and rural areas, between differ-
ent regions and between different ownership
systems markedly increased. These reforms sig-
nificantly accelerated economic growth in China.
In rural areas, after the implementation of the
household contract responsibility system, the
peasants’ incomes began to rapidly improve.
And in urban areas, following the implementa-
tion of economic reforms in the 1980s, the in-
comes of urban residents also rose rapidly.

During this period, with rapid economic growth,
China’s traditional social policy system (based
around the planned economy) collapsed. For
example in rural areas, after the disintegration
of the collective economy, China’s traditional

cooperative healthcare system based on the
old method of “pre-deduction payment” began
to fail. As a result, coverage declined significant-
ly, and funding for other services like rural basic
education and pension security deteriorated
rapidly. In urban areas, the implementation of a
self-funding system caused a number of enter-
prises to abdicate responsibility for providing
pension and healthcare services. Furthermore,
with the implementation of rural household
contracts and the enactment of corporate re-
forms, China’s “hidden” unemployment prob-
lem began to emerge. However, at the same
time, individual and private businesses began
to evolve and absorb many of the unemployed.
Therefore, while, social policies significantly
weakened over this period, the rapid growth of
urban and rural incomes significantly compen-
sated for these policy gaps.

In the 1990s, China established its unique so-
cialist market economy. While the economy
grew rapidly, income gaps also expanded due
to delayed reforms to social policies. As a re-
sult, the Chinese government began utilizing
an integrated social approach to pension and
healthcare system reform. However, there was
a tendency towards social policy instrumental-
ization, with more attention paid to the con-
struction of social policies in urban areas than
rural areas. At the same time, some reforms met
with resistance due to the limitations of China’s
financial system, as well as a number of other
factors.

At the beginning of the 21 century, levels of
economic development improved, as did pub-
lic demand for social services. Chinese imper-
fect social policies also began to have a nega-
tive impact on economic growth. As a result,
the Chinese government further strengthened
its social policy system, attaching more im-
portance to fairness than in the past. In 2007,
the 17™ CPC Congress proposed that “more at-
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tention should be paid to social construction
based on economic development, with the
focus on the protection and improvement of
people’s livelihood, and efforts should be made
to push forward the construction of a harmoni-
ous society by providing education, payment,
healthcare, pension and housing to all people.”
The 18" CPC Congress further emphasized “the
protection and improvement of people’s liveli-
hood and the promotion of social fairness and
justice” In 2015, the 5" Plenary Session of the
CPC Congress further proposed the concepts of
“coordinated development” and “shared devel-
opment”.

According to these new development priori-
ties, the Chinese government increased its in-
vestment in people’s livelihoods and carried
out a series of major reforms and innovations to
its social security system, including education,
healthcare and housing. In light of these rapid
social transformations, the Chinese govern-
ment also began to actively push forward re-
forms and innovations to its social governance
system.

Following this brief review and summary of Chi-
na's economic and social reforms, this chapter
will continue to introduce China’s experience of
promoting economic growth through innova-
tive social policies. In particular, it will elaborate
on the following three areas: China’s population
and migration policies; China’s labour market
system; and employment support and social
protection in China. In addition, this chapter
will discuss the progress China has made to its
education and healthcare systems.

ADAPTING TO THE DEMANDS
OF ECONOMIC REFORM AND
DEVELOPMENT, CARRYING OUT
HOUSEHOLD REGISTRATION

REFORMS AND PROMOTING
LABOUR MIGRATION

China’s household registration system was es-
tablished in the 1950s. After the establishment
of modern China, large population flows from
rural to urban areas not only placed pressure
on urban food supplies, but it also caused em-
ployment challenges in cities. Once the govern-
ment had established its development strategy
for heavy industry, it was necessary to build a
strong agricultural sector to support industrial
development. This was especially important
because job opportunities created by heavy in-
dustries were limited. Against this background,
the Chinese government publicized the “Regu-
lations of People’s Republic of China on House-
hold Registration” in 1958, where it was made
clear that rural and urban residents would have
different registration statuses - i.e. the “agricul-
tural hukou” and the “non-agricultural hukou".
This policy ensured that the migration of la-
bourers was strictly controlled. Most peasants
had to stay in the countryside to engage with
agricultural production - only a very small frac-
tion of these workers would be able to become
urban residents with limited migration chan-
nels, including employment, college education
and military enrollment. This restriction of mi-
gration from rural to urban areas continued for
many years, until the mid-1980s."

After the reform and opening up, China’s strict
household registration system began to relax.
On one hand, thanks to the implementation of
the household contract system, rural house-
holds were able to access more food and other
services, with formerly inflexible restrictions on
their migration becoming less stringent. Fur-
thermore, reforms to China’s economic system
and the emergence of labour-intensive heavy

1 Wang Liejun, “Household Registration Reform — Lessons Learned and
Prospect for Future’; Jiangsu Social Sciences, Vol. 2 (2010)



industries caused the economy to thrive. As a
result, many job opportunities were created.
Under these circumstances, allowing peas-
ants to work in cities was practical and widely
encouraged. This meant that while the house-
hold registration system no longer prevented
rural labourers from migrating to urban areas
for work, the provision of education, health-
care, pension and other welfare was still linked
to people’s residential status. As such, rural mi-
grants could not obtain the same welfare provi-
sion or benefits as local, urban residents.

With the continuation of China’s dualistic social
system (divided along rural/urban lines), anoth-
er type of dualistic structure evolved in urban
areas, causing problems such as incomplete ur-
banization and complex inter-group conflicts.
To address these problems, some small and
medium-sized cities under the guidance of na-
tional authorities made significant household
registration reforms from the 1990s onwards,
which aimed to give qualified migrants local
residence as well as equal rights to public and
social security services. After two decades of
reform and experimentation, entry thresholds
for urban household registration have been
lowered and barriers to residence have been
removed in most small and medium-sized cit-
ies, especially in small townships. However, due
to wide-ranging factors, reforms to household
registration systems in large cities, especially in
super cities like Beijing and Shanghai, as well as
provincial capitals and regional centers, have
been slow and inconsistent. These cities have
begun to implement systems of credit-based
urban household registration — where a person
has to earn enough credits in order to obtain
an urban household registration — with much
higher entry thresholds. In addition, most cities
have begun to implement a “residence permit”

system as a transition measure,” which affords
migrants certain social protections, but still
bars them from most of the benefits received
by urban residents.

In the past two years, the Chinese authorities
have been paying more attention to the prob-
lems caused by the hukou system. In 2014,
the government decided to further reform its
household migration policy and to establish
a new household registration system by 2020,
helping around 0.1 billion rural residents (and
other permanent residents) to achieve urban
residentialization. In October 2015, the 5™ Ple-
nary Session of the 18" CPC Congress proposed
to deepen reforms to the household registra-
tion system, so as to facilitate this process, and
so that rural migrants with stable jobs and lives
in cities can register (and receive the same
rights) as urban residents (see in Box 3.1).

1 The residence permit system is an innovative social management
system that takes charge of non-local registered population
management and provides relevant services. After China’s reform
and opening up, with a large number of migrants flowing into
urban areas to live and work, the Chinese government was forced
to implement a unique urban social management system. In 1984,
Shenzhen began to implement a temporary residence permit
system, requiring the non-local registered population to register
at a local police station within a specific time after their arrival.
Gradually, this system was implemented widely in many big cities
and the permit was used as proof of a migrant’s legal status. At the
beginning of the 21st century, as migrants were allowed to access
local public services, some cities began to reform the temporary
residence permit system and explore the implementation of
a new residence permit system. According to the “Residence
Management Measures (draft for opinions)” published in December
2014, citizens away from their permanent residence who have
lived in a municipal city (with districts) for over six months with
a stable job and/or a stable residence (or is attending a school),
may apply for a residence permit. Residence permit holders have
equal rights as local residents with a hukou certificate, including
free access to compulsory education and equal employment
opportunities. He/she may gradually obtain the same rights for
to receive secondary vocational education aid or employment
support, housing, old-age services, social welfare and/or
social assistance, and his/her children may participate in local
examinations for high school/college entrance. Currently, Beijing,
Tianjin, Shanghai, Shenzhen, Qingdao, Xi'an and other cities have
already established these regional work-residence permit systems,
with different qualification requirements and associated benefits.
In October 2015, the State Council’s executive meeting adopted
the “Residence Permit Provisional Regulations (draft)’, and a national,
standardized residence permit management system will be
adopted in the near future.
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Reforms to the household registration system
in China have been fraught with complications.
On one hand, reforms rely on breaking the ur-
ban-rural binary structure in order to eliminate
urban-rural differences and ensure equal rights.
On the other hand, itis important to ensure that
urbanization is conducted in an orderly fashion
in order to prevent discontent. Over the past
several years, China has relaxed the manage-
ment of its household registration system, and
has worked progressively to carry out a number
of reforms to this system. Working according to
the premise that urban residents’ job opportu-
nities and benefits should not be significantly
impacted, reforms have provided a system that
allows peasants to work in cities. This has ab-
sorbed surplus rural labourers and provided
sufficient resources for economic development,
especially urban economic development. How-
ever, these reforms have also caused problems,
such as the issue of inclusiveness in urban cities
and the’left-behind women and children’in the
countryside.

During China’s reforms to its household registra-
tion system, the country learned several unique
and valuable lessons. When surplus rural la-
bourers migrated to urban cities, their farmland
and houses were reserved for them upon their
return - this acted as a special form of insur-
ance that safeguarded against economic fluc-
tuations and large-scale unemployment. The
Chinese economy was hit hard by the financial
crisis in 2008; the economic downturn caused
job losses for significant numbers of migrant
workers. However, laid-off farmers were able to
return to the countryside where they still had
basic livelihoods (land and homes), without
causing serious problems for the Chinese social
order. This emphasized the importance of secu-
rity measures for low-income migrant workers.

IMPLEMENTING A FLEXIBLE
LABOUR MARKET SYSTEM,

CREATING JOB OPPORTUNITIES
AND HELPING FAMILIES ESCAPE
POVERTY

At the beginning of the reform and opening
up, China’s overall level of economic develop-
ment and living standards were both very low.
In terms of the size of China’s overall economy,
China’s GDP was RMB 364.52 billion in 1978,
and its per capita GDP was only US$224.9 (ac-
cording to current exchange rates); the second
lowest of all countries, and two-thirds of India’s
per capita GDP." At the time, around 250 million
people lived in absolute poverty, urban youth
unemployment stood at 20 million,? and ‘hid-
den’ unemployment was extremely serious in
rural areas where labour productivity was ex-
tremely low.

During the years of the planned economy, one
of the reasons for low labour productivity was
the strict control of the Chinese labour market,
especially in publicly owned (state-owned and
collectively owned) economic sectors. Since
the mid-1980s, this situation began to change
dramatically. The development of private busi-
nesses grew rapidly due to the encouragement
of multiple sectors. Regarding labour protec-
tion, there were no existing labour policies or
regulations for private companies, so only loose
rules were adopted. However, traditional pub-
licly owned companies began to implement
new employment policies, agreeing to hire in-
dependent contractors and temporary workers
with just some of the employment rights and
benefits that they were formally entitled to as
state employees.

Low levels of labour protection for informal
employees in both private and publicly owned
industries affected the rights of labourers, espe-

1 He Li, History of people’s Republic of China, (China Archives Press,
1989)

2 ZhouTianyong, Why We Chose to Reform and Open Up Thirty Years
Ago, (Dangjian Wenhui Monthly, October 2008)



Box 3.1 Household Registration Reform, Relevant Events and Policies

”

In October 1984, the”“Notice of the State Council Concerning the Farmers'Township Household Registration
was announced; this relaxed the controls on China’s household registration system. According to the
Notice, farmers would be given township residential status on the condition that they brought their own
food rations, after which they would be given the same rights and would be required to fulfill the same
obligations as local residents.

In July 1985, the “Provisional Regulations of the Ministry of Public Security Concerning the Administration of
Urban Temporary Residents” signified the establishment of a complete system for the administration of urban
temporary residents, and in September of the same year, China began to implement an ID certificate system,
which formed the basis of the modern administrative system.

In June 1997, with the promulgation of the “Notice of the State Council Concerning the Approval and
Announcement of the Ministry of Public Security’s Pilot Plan for Small Township Household Registration Reform
and the Ministry’s Opinion on Improving the Rural Household Registration System”, rural migrants that have been
living and working in small townships for certain time and with certain qualifications would be qualified to apply
for permanent residence.

In July 1998, the “Notice of the State Council Concerning the Approval and Announcement of the Ministry of
Public Security’s Opinion on Addressing A Few Outstanding Issues in Current Household Registration Work”
gave even more space for relaxed household registration controls. According to this Notice, citizens and their co-
habiting relatives would be qualified to apply for permanent residence, as long as they had been living in the city
for over a year, where they had legal and stable housing and/or jobs and where they met the local government’s
requirements: new born babies had to live with their fathers; married couples had to live separately; grandparents
had to live with their families; and applicants had to be ‘investing’ in the city (i.e. had started a business or
purchased a commercial residence).

In March 2001, the “Notice of the State Council Concerning the Approval and Announcement of the Ministry
of Public Security’ Opinion on Pushing Forward the Small Township Household Registration Reform” signified
the overall implementation of small township household registration reforms. According to the Notice, the
government would not have quota controls over applications for permanent residence in small townships.

In February 2012, the “Notice of the General Office of the State Council Concerning Actively and Steadily Pushing
Forward the Household Registration Reform” was circulated, pointing out that the migration of non-agricultural
businesses and rural residents to small and medium-sized cities and municipal townships should be conducted
in an orderly fashion under official guidance, so as to meet the demands of qualified rural residents and achieve
the provision of basic public services in urban and rural areas.

In July 2014, according to “Opinions of the State Council Concerning Further Implementation of Household
Registration Reform”, in order to further adjust the migration household registration policy and unify the urban-
rural household registration system, the residence permit system was to be implemented nationwide; the
construction of a national population database was to be accelerated; and the provision of basic public services
such as compulsory education, social protection, basic pensions, basic healthcare and housing was to be steadily
improved to fully cover all permanent residents. By 2020, a new household registration system will be established,
including urban citizenship registration for 100 million rural migrants as well as other permanent residents living
in cities.

In October 2015, the “Advice of the Central Committee of the Communist Party of China Concerning Formulating
the ‘13" Five-Year Plan of National Economic and Social Development” proposed that household registration
reforms should be deepened to facilitate urban citizenship registration for rural migrants (and their families) with
stable living and working conditions. These migrants will have the same rights and obligations as local residents
and full social security coverage will be extended to all permanent residents. A joint system of financial transfers
will be enhanced, and a system will be established to maintain a balance between urban expansion and the
number of new rural migrant residents in cities.
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cially rural migrants, who were rewarded with
low salaries, insufficient welfare and poor work-
ing environments. However, objectively speak-
ing, these basic policies had several positive
results, not to mention high levels of economic
output, the rapid development of private busi-
nesses, and the remarkable growth of job op-
portunities in primary and secondary industries
across the country. Taking urban employment
statistics as an example, urban employment
stood at around 95.14 million in 1978; this in-
creased to 39.31 million by 2014 (seein Fig. 3.1).
During this period, large numbers of rural la-
bourers travelled to work in cities; this contrib-
uted to poverty relief by creating new sources
of income for this group in addition to rural land
revenues. The growth of rural residents’incomes
and consumption added greater momentum
to national economic growth. It was during this
period that China became the ‘world’s factory,
where industrialization was accelerated by the
formation of economic clusters in the Yangtze
and Pearl River Delta regions.

For developing countries, achieving a good
balance between employment expansion and
labour rights/protections has been a consid-
erable challenge. If labour rights are too strin-
gent during the start of a country’s economic
takeoff, this can hamper economic growth. It is
often thought that social protection slows mo-
tivation, and thus diminishes employment op-
portunities. Alternatively, if the labour market
is sufficiently flexible and salaries and benefits
are kept at low levels, market conditions are
more likely to be favorable to the realization of
economic growth and employment expansion.
This in turn will provide a stronger foundation
for future labour rights and social protections.
However, the protection of labour rights and
benefits, especially of the rural migrants, must
take into account the connection between ru-
ral land rights, rural salaries and relevant social
security policies.

In recent years, with the decline of China’s de-
mographic dividend following its transition to

Figure 3.1 Urban-Rural Employment After the Reform and Opening Up (unit: 10,000)
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upper-middle-income country status, labour
supply and demand in China has changed, and
insufficient job opportunities is no longer Chi-
na’s main challenge. Both the government and
employers have begun to pay more attention
to workers’ rights and the quality, rather than
the quantity, of employment.

IMPROVING EMPLOYMENT
SUPPORT AND SOCIAL
PROTECTION, AND PROMOTING
INCLUSIVENESS GROWTH

Employment is fundamental to individuals'liveli-
hoods. Employment support and social protec-
tions provided by the government and employ-
ers for vulnerable groups directly impact on
economic and social stability, which has been
one of the Chinese government’s key concerns
in recent years. Since the reform and opening
up, with the transition from planned to mar-
ket economy, the progress of SOE reform and
the impact of economic fluctuations, China has
faced a number of employment challenges. To
address these problems, the Chinese govern-
ment has taken active measures to improve its
employment support and social protection sys-
tem, in order to maintain overall social stability.

VIGOROUSLY SUPPORTING THE
RE-EMPLOYMENT OF LAID-OFF
SOE WORKERS

In the mid-1990s, SOE reform and the establish-
ment of modern corporations were integral to
China’s economic transformation. The reforms,
which involved asset reorganization, property
right reconfiguration and efficiency improve-
ments, played a key role inimproving the perfor-
mance of SOEs. However, large numbers of SOE
workers were laid off. According to data provid-
ed by China’s labour market monitoring center,
between 1998-2000, 21.37 million SOE workers

were unemployed.” SOE workers are a ‘special’
group, according to the Chinese government.
On one hand, they made important contribu-
tions to China’s economic development, and on
the other hand they enjoyed better labour pro-
tections and higher social status than other em-
ployees in China. High levels of unemployment
among SOE workers has had a significant im-
pact on Chinese society. In order to ensure the
successful implementation of relevant reforms,
while reducing surplus staff to improve perfor-
mance, the Chinese government has adopted a
number of active measures to help unemployed
workers find new employment. The Chinese
government’s “Notice Concerning Practically
Carrying Out the Work of Providing Basic Living
Insurance and Re-employment for Laid-off SOE
Workers” (June 1998), which developed a series
of detailed and practical methods to help sup-
port the re-employment of former SOE workers.
First, the government pledged to boost eco-
nomic growth by increasing the number of jobs
in public infrastructure construction. Secondly,
the government committed to enhance urban
management and improve the provision of
public services. Thirdly, the government prom-
ised to provide loan support and other financial
policies to help the unemployed start their own
businesses. Finally, the government committed
to providing paid training in order to increase
the re-employment chances of the laid-off. All
of these policies would be targeted at the most
needy, such as unemployed people in their 40s
and 50s - this was to ensure that there would
be no‘zero-employment’ families.

Despite high levels of unemployment in certain
industries and regions, the timely adoption of
appropriate policies and the rapid increase of
private businesses, a large number of new jobs

1 Available here: http://news.xinhuanet.com/
employment/2003-01/24/content_702257.htm
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were created' and a large number of unem-
ployment SOE workers have successfully found
new jobs. This has effectively alleviated poten-
tial shocks to families and society more broadly.

ENHANCING EMPLOYMENT
SUPPORT FOR COLLEGE
GRADUATES AND PROMOTING
ECONOMICTRANSITION

In recent years the Chinese government has
changed the focus of higher education from
just providing education for a small elite minor-
ity, to providing higher education for all. As a
result, the size of higher education institutions
has rapidly grown and the number of college
graduates in China has significantly increased
(see Fig. 3.2). According to NBS statistics, the
number of students who graduated from requ-
lar higher education institutions was around
830,000 in 1998; this increased to 5,120,000 in
2008 and 6,590,000 in 2014. While this is gener-
ally a positive development, it has also created
several problems. On one hand, due to incom-
plete labour market policies, however, despite
large numbers of jobs being created annually
the labour market has not met the expectations
of new college graduates. This is because jobs
are still relatively unstable, and a lack of labour
regulations means that salaries remain low in
many sectors. On the other hand, mismatch-
es between market supply and demand and
the low quality of jobs remains a problem for
graduates leaving higher education with high
employment expectations. In many cases this
has led to issues for graduates that are unable
to find suitable jobs. In addition, international
experience tells us that the popularization of
higher education is certain to lower returns on
investment in education. While this is natural,
WZOOS, urban employment increased by 43.5

percent, even without the additional employment of rural

migrants. Such an increase was mainly due to the promotion

of non-public businesses and informal institutions that have

been created since the reform and opening up. Cai Fang, China’s

Employment System Reform — Reflections and Speculations, Vol. 11
(Theory Front, 2008)

the uniqueness of China’s higher education
problem is that this phenomenon is likely to
happen much more quickly than elsewhere;
this means that graduates’ expectations will not
be able to adapt rapidly enough to this phe-
nomenon.

Under these circumstances, college graduates
are under increasing pressure to find employ-
ment, and their employment prospects have
become the primary concern of the govern-
ment. The Chinese government has published
a number of policy documents specifically re-
quiring that “the issue of college graduates’
employment must be given foremost priority
in current work regarding employment”. At the
same time, a series of policies have been devel-
oped to encourage enterprises to employ col-
lege graduates, to encourage college graduates
to work in urban and rural grass-roots units, to
encourage and support self-employment, to
provide internship opportunities and profes-
sional training and to strengthen the provision
of employment support and guidance.?

Generally speaking, by implementing compre-
hensive employment measures, the issue of
graduate employment has been partly allevi-
ated; but some conflicts still exist. Recently, the
Chinese government has further strengthened
its labour market policies. On one hand, labour
market regulations has been strengthened to
improve the quality of employment; on the oth-
er hand, by adjusting economic and industrial
structures the government has enhanced re-
forms to the higher education environment, in
order to cultivate skills and talent. As a result of
these policies, college graduates are expected
to face fewer employment pressures than they
did in the past.

2 In 2009, the “Notice of the General Office of the State Council
Concerning Strengthening the Work of Facilitating Employment
for Graduates from Regular Institutions of Higher Education” was
published and in 2011, the “Notice Concerning Further Carrying
Out the Work of Facilitating Employment for Graduates from Regular
Institutions of Higher Education” was published.



The popularization of higher education has
been positive for facilitating economic devel-
opment and for improving human capital, as
well as for enhancing social justice and adjust-
ing China’s income distribution. However, Chi-
na’s experience has shown that it is important
to popularize higher education at a moderate
speed, at the same time as improving talent
structures and coordinating labour market re-
forms.

IMPROVING THE SOCIAL
SECURITY SYSTEM AND
PROTECTING VULNERABLE
GROUPS

Since the start of China’s economic reforms in
the mid-1980s, China’s traditional social secu-
rity system has faced substantial challenges. On
one hand, it has experienced serious shocks to
its security system; on the other hand, China’s
newly formed non-public sectors have not es-
tablished effective employee protection sys-
tems. To address such problems, the Chinese

government began adopting a series of mea-
sures in the 1990s to push the issue of social
planning, facilitate the transition from SOE-pro-
vided security to a comprehensive national so-
cial security programme, and to expand the cov-
erage of various types of social insurance. As a
result, the proportion of urban employees now
covered by various types of social insurance has
increased. At the same time, supplementary
medical and pension insurance systems have
emerged to protect urban and rural residents
that are not covered by the urban employee in-
surance system. At present, these key types of
insurance cover most target groups.

In addition, the Chinese government has also
begun to pay attention to the construction of
an overarching social security system. Before
China’s reform and opening up, the country
had formed a social assistance system ‘with Chi-
nese characteristics, which covered the rural
“Five Guarantees” — a variety of disaster relief
and temporary assistance provided for urban
and rural poverty-stricken groups. Since the

Figure. 3.2 Graduates from Regular Higher Education Institutions
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