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l. Introduction

Over the past 35 years since the reform and opening-up, China has experienced an
unprecedented rapid economic growth with its economic aggregate ranking the second globally.
Meanwhile, people’s living standard and overall social development have also progressed greatly.
The proportion of poverty population has decreased from 80% at the early reform stage to 11.8%
in 2009". The average life expectancy has increased from 67.8 in 1981 to the current 74.8. In the
same period, education received by the 15-year old or above has grown from 5.3 to 9.5 years in
2009 (China Development Research Foundation, 2010). All these changes are the cornerstones
for the “China Miracle”.

However, other issues attract our attention as well: the Gini coefficient of income in 2012 still
remained above 0.47; over 100 million people are living under the absolute poverty line; the
urban-rural and regional disparity exists in education and health, as well as access to basic public
service, like social security, health care and education; and tens of thousands of mass events arise
each year. With this in mind we cannot rush to conclude that China’s development prospect is
secured. The severe inequalities of development opportunities and results, when compared to
the development achievements, are issues not to be neglected or solved automatically.

Equality refers to people are in the same social status and enjoy the same rights and interests in
the field of politics, economy, culture and so on. From the viewpoint of Economics, equality
emphasizes “equal opportunity and fair competition” (Wu Zhenkun, February, 1999, P365). In
the aspect of political thoughts, the concept of equality has two basic meanings: one is essential
equality, which means human beings are born equal; the other is equal distribution, that is to say,
it should be fairer equal between people in the distribution of property, social opportunity or
political power (Zheng Baohua, et al, 2003).

Justice and a certain level of equality have been followed and believed by major ethical traditions
as a universal value system globally without exception (Putnam, 2004). 2 Though a certain level
of disparity in development may not always cause inequality, the existence of serious inequality
does pose damages to justice, and deteriorate the cornerstone of healthy operation of human
society (Rawls, 1971).

In China’s context, severe economic and social inequality threatens not only people’s belief in
justice, but also restricts fundamental elements for economic and social development. The big
income gap now became the key reason for over saving and under-consuming (Wang Xiaolu,
2007). The long-term worsening inequality will damage the foundation for social cooperation.
Studies have found that since the 1990s, the widening income gap had become one of the major
reasons for the solidification, opposition and confrontation of social classes in China (Sun Liping,
2003; the research group of Lu Xueyi, Chinese Academy of Social Sciences, 2010). For all the

! Based on the World Bank poverty headcount ratio at $1.25 a day
2 In this paper, justice is a standard concept with value judgment. However equality is the objective and positive
description of development opportunities and different results.



stakeholders to co-exist in harmony and dignity, and to share benefits brought by social
cooperation, the mechanism for benefit distribution among interest groups must be adjusted so
as to solidify agreed recognition and understanding for social and economic reform (Yao Yang,
2004).

Within an integrated framework, this paper aims to present a systematic review on China’s
inequality issues regarding economic and social development from the human development
perspective. It analyzes causes and consequences, and proposes recommendations to address
the challenges on the worsening inequality. It is structured as the following: part Il introduces the

analytical perspective and framework; Part Ill investigates the economic inequality in income

distribution, property distribution, economic opportunities and income poverty; Part IV focuses
on social inequality, covering education, health and social welfare; Part V pays attention to
environmental inequality; Part VI analyzes causes for this economic and social inequality by
emphasizing impact of institutional mechanism factors, and puts forward policy
recommendations to promote equality.

Il. Analytical perspective and framework

1. Inequality under the human development perspective

The human development perspective is based on the theory of capability approach, referring to
the capability that people do what they want to do and be what they want to be (Sen, 1999).
Some basic ideas of its methodologies can be traced back in the works of Aristotle two thousand
years ago. This approach has also been followed by founders and pioneers of early quantitative
economics® (Sen, 1980, 1984, 1985, 1999; Nussbaum, 1988). However, the credit of establishing
modern capability approach first goes to Amartya Sen, the 1998 Nobel Economics Prize Winner
(Robeyns, 2003). Philosopher Nussbaum (Nussbaum, 1988, 1995) also contributes greatly to its
development (Robeyns, 2003).

The introduction of this capability approach is a revolution for modern development concepts.
Different from subjective feelings like utility and happiness in the economics, capability
represents an objective existence. Also, unlike material wealth adhered by traditional
development theories, capability highlights people’s inherent ability featured by agency; and
compared to the political and procedural freedom held by libertarians, capability involves all
kinds of real freedom in people’s life. It highlights not only processes but also results (Sen, 1999).

Based on the capability approach, led by ul Hag in 1990, UNDP has published the first Human
Development Report (HDR) in 1990 and put forward the concept of “human development”. Later,
the annual HDR has become one of the most expected international reports, winning wide
attention from global societies on the human development perspective (Liu Minquan, 2009). This

perspective is a standard framework relevant to personal welfare, social distribution as well as

® For instance, Adam Smith, William Petty, David Ricardo, John Stuart Muller, Thomas Malthus, Karl Marx, etc.
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policy design and evaluation (UNDP, 1990, Fukuda-parr and Kuman, 2004), which defines
development as the process of expanding people’s scope of choices by focusing on their life
quality, freedom and opportunities as well as what people are truly capable of and what they can
become. Under this perspective, one’s life improvement is of fundamental significance. Whereas,

the increase of tangible wealth, often highlighted in traditional development concepts, functions

as the tool to enable people to live in a way as they wish.

Human development is a multi-dimensional concept, and yet in the actual policy practice, people
focus more on those significant aspects. The Human Development Report listed two
preconditions to identify the most important capabilities: first, it is of universal value and
highlighted by people all around the world; second, it is a basic ability, without which many other
capabilities would be hindered. On these two criteria, series of Human Development Report
produced by UNDP have attached special attention on the following dimensions: (1) long and
healthy life; (2) education; (3) decent life and dignity. Guided by these dimensions, UNDP began
to introduce human development index (HDI) since 1990 as a measurement to evaluate the
human development level in all countries. However, human development shall not be confined to
the above three, but to include more aspects: empowerment, public governance, environment,
human rights, etc. (Liu Minquan, 2009). Moreover, this perspective emphasizes on the agency of
development, meaning people are not merely passive ones to enjoy benefits of development, but
participants and creators in the development process (Sen, 1999).

2. Research framework of inequality

Five basic questions need to be answered in investigating inequality as they form the framework

”oou

whose inequality”, “why inequality exists”,
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’

for research. They include “inequality on what
“consequences of inequality” and “how to address inequality”.

(1) Inequality of what? The answer involves value orientation and methodology of this research.
This paper builds on the human development perspective, and mainly investigates inequality
about people’s capability and their living quality, not confined to inequality in income, property,
and consumption. To be more specific, it studies inequality in living standard, education, health,
all sorts of public services, natural resources and ecological environment.

(2) Inequality among whom? This question investigates distribution of valuable things among
different groups, and by estimating the level of inequality it proposes priority intervention areas

and targets. In this paper, we mainly focus on the urban-rural inequality, regional inequality,
migrant-native resident inequality, gender inequality and age inequality. In the analysis of natural
resources and ecological environment equality, we pay more attention to the inequality between

generations—intergeneration inequality.

(3) Why inequality exists? There is a long history of people’s pursuing for equality and challenge



for inequality. The inequality can be classified into two types: naturally given (or hard to be
intervened) factors and man-made factors (institutions and behaviors). And this paper studies the
second type. However, the division line between these two types is not fixed and rigid, especially
when reviewed in the long time framework. Some may appear as natural inequality, which
actually is the result of previous institutions and human behaviors. Environmental issue, in
particular, is a live example. For a new-born in a certain region, his/her environment is given,
though formed by the farming and living practice with many human influences from his
ancestors.

(4) Consequences of inequality? The consequences may be direct or indirect, negative or positive,
and at the micro-level or macro-level. The interpretation of these consequences is largely decided
by answers to the above three questions. Under the human development perspective, the
interpretation needs to be expanded and deepened. As human development involves many
dimensions, the inequality in one dimension will not only affect its own but also other ones. For
instance, the income inequality might affect the health of low-income groups (at the micro-level),
but also have impact on the balance of macro economy structures (at the macro-level). This
paper explores the negative consequences.

(5) How to address inequality? After priority areas and targets of inequality are identified, and
causes and consequences traced, the rest work is to address them. Though this paper focuses on
human-induced inequality, the basis on which it proposes policy recommendations is to cover all
types of inequalities that might lead to bad outcome, no matter caused by human or natural
factors.

Through the analysis on the above five questions, we developed the following conceptual
framework about inequality research (see Figure 1). In the framework, “inequality among whom”
and “inequality of what” form a two dimensional table. Each box contains the inequality
problems a particular group facing in a field, which are various inequality phenomena. All the
factors affecting inequality are above the table, which include not only the root causes of
inequality, but also the factors affecting inequality results (improvement or deterioration). Under
the table are all kinds of economic and social consequences brought by inequality. It’s
noteworthy that there is mutual influence relationship between inequality phenomena (results)
and the factors affecting inequality and the consequences brought by inequality. The measures to
eliminate inequality can aim at the factors affecting inequality (from the process) and inequality
results to be corrected. In the reality, it usually needs the combination of process intervention
and results intervention.



Figure 1: The conceptual framework of inequality research
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1 Income inequality

China’s large income gap has been a proven fact agreed by the academic circles, government
decision-makers and general public. In particular, urban-rural income disparity, urban resident
disparity, regional disparity, as well as income disparity concerning different industries, genders
and education background are the most attention-catching ones. However, the availability of data,
as well as different data sampling and investigation approaches, have made it difficult for the
academic circles to reach agreement on the actual income disparity level and future tendency.

In general, China has become one of the countries with largest income distribution gap.
According to China’s National Bureau of Statistics (NBS), the income Gini coefficient was 0.317 in
1978, which rose to 0.40 in 2000 and 0.465 in 2004 respectively. After 2004, NBS stopped to
release this number and not until 2013 it was resumed again. OCED believed the overall income
gap has become steady since 2005, with the overall Gini coefficient dropped from 0.41 in 2005 to
0.408 in 2007. However, Li Shi (2011) noted the income gap was still widening, only at a lower
rate, and the readjusted coefficient would be approximately 0.485, if taking consideration of
those missing and unreported samples of high income population. In Wang Xiaolu’s opinion, the
income gap in China was seriously underestimated because large amount of gray income was not
included into the statistics (Wang Xiaolu, 2008). However, his gray income theory was challenged
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by Luo Chuliang (2010) for its defects in methodology and survey sample.

In 2013, NBS released the income Gini coefficients from 2004. NBS indicated that the coefficient
had reached its peak (0.495) in 2008, and then progressively decreased to 0.474 in 2012, still
remaining high, though (see Figure 2). In contrast, the survey report developed by the research
group in Southwestern University of Finance and Economics (SUFC) has shown that the income
Gini coefficient of Chinese households had exceeded 0.6 in 2010. However, the academic circles
favored the NBS data as reliable source, and agreed that there was still a significant lack of high
income family samples (Li Shi, 2013). As for the SUFC result, the academic circles had debates on

the sampling approach and its representativeness.

Figure 2: Variation trend of income distribution in China since 2003
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Considerable controversy remains on the right approaches to evaluate the overall income
inequality from various circles, one of the approaches is according to the wealth possession to
evaluate the gap between rich and poor. Report of Oxfam International showed, 10% of the
population owned the wealth of 40% of the middle class in China (Oxfam Report, 2013).

As China being a mainland country, one of the feasible strategies is to conduct separate
group-based surveys on the components contributing to inequality, so as to reflect the income
distribution situation in China. Among all disparities, the regional disparity and urban-rural
disparity have taken a dominating position with the former more noticeable. According to the
disaggregation of Theil index, in 2007, the urban-rural disparity contributed approximately 50% of
the total. A good change took place in recent years with the urban-rural disparity and regional
disparity narrowed to some extent, an encouraging sign for the distribution improvement.
However, the disparity within the rural population and urban population continued to widen,
especially the latter one, which has become a key factor to enlarge income gap
(China Development Research Foundation, 2012).

(1) Regional disparity between the East and West. From 2000 to 2003, the per capita GDP Gini
coefficient un-weighted by provincial population has grown from 0.347 to 0.357, and
progressively narrowed to 0.264 in 2010, lower than that of the 1990s. Also, the regional GDP



Gini coefficient per capita calculated on the constant price in 1978, as well as the same coefficient
calculated on the current price all dropped back to the level of early this century. The central
government decisively learned experiences from the successful "Roosevelt's New Deal" of US in
the Great Depression of 1929-1933, and carried out a series of regional development strategies
successively. Such as “Western Development” strategy started in 1999, which has been invested
more than 4 trillion RMB by the end of 2013, in which 2.4 trillion was from the national bond; the
total investment of “Developing Old Industry Base of Northeast China” strategy raised in 2001
was more than 2 trillion RMB, in which more than 70% was the national bond investment; and
the total investment of “Rise of Central China” strategy put forward in 2003 was about 3 trillion
RMB. The government invested nearly 8 trillion RMB to solve the regional unbalanced
development brought by “some areas get rich first” policy in the reform and opening up. These
strategies basically relieved the regional economic growth difference of “East-high and West-low”.
At present, the GDP growth in the western region has exceeded the East, and the balanced
regional development strategy has worked preliminarily, which was the unique in the world (Wen
Tiejun, 2013).

(2) Urban-rural disparity. The income ratio between urban and rural residents stood at 2.78:1 in
2000, and rapidly grew to 3.23:1 in 2003. The ratio had a mild rise to 3.32:1 in 2007 and kept
stable for three years. Then in 2010 it shrank for two consecutive years by reaching 3.13:1, again
back to the 2002 level. The reason is mainly because the central government put the overall
urban-rural development as the top of the five overall plans of the new century in the 3rd Session
of 16th Party's Congress in 2003. The new rural construction occupied the first place among the
eight national strategies in 2005. The investment on agriculture, rural areas and farmers has
become the biggest expenditure of the central finance until now. The investment on it in 2013
was 1.3 trillion RMB and the total investment for 8 years was more than 7 trillion RMB. The new
rural construction effectively resolved the dilemma of Three Rural Issues and achieved “five
available and one accessible” that could be realized only in the Open Economic Zone in the past

— “five available” refers to the available to electricity, traffic, water, telephone and broadband,

and “one accessible” refers to leveling the land in a large scale and carrying out the basic water
conservancy facilities construction in the farmland (Wen Tiejun, 2013).

(3) Income disparity among rural population. The rural income Gini coefficient has slightly
widened from 0.35 in 2000 to 0.39 in 2009. However, since the income growth of low-income
populations was faster than that of the high-income groups in rural regions in recent two years,
the gap widening tendency will slow down.

(4) Income disparity among urban population. From 2000 to 2009, the income Gini coefficient
among the urban population has risen from 0.32 to 0.36, a result fairly underestimated. The
modified result indicated this ratio had exceeded 0.4, which posed biggest challenge in the
current distribution structure. Two deciding factors led to the increased income among urban
population: dramatic increase of property income gap triggered by the rapid rise of real estate

price, and the industry income gap caused by the industry monopoly and sector segment.



(5) Industry income disparity. Analysis report on the industry income disparity since the mid
1990s, led by Guan Xiaoming and Li Yun’e(2007), Gu Yan and Feng Yinhu (2008), has shown there
was a significant widening tendency in the income gap. Two other researchers Ren Zhong and
Zhou Yunbo (2009) believed that the industry income polarization tendency appeared to some
extent since 2003, but did not yet expand to the comprehensive and integrated scale. Ren Zhong
and Zhou Yunbo (2009) estimated that the monopoly and partial monopoly accounted for 65% of
the industry income disparity. However, these two studies, together with other studies on this
subject, lacked the necessary personal and household data.

In summary, based on the group-based inequality survey, China Development Research
Foundation (2012) argues China’s income distribution might have come into a transition period.
In this period, factors to widen or narrow the disparity co-exist, and the income inequality will
remain in high volatility in a long term. Favorable factors to narrow the disparity include: the
narrowed urban-rural income gap when the urbanization steps to the mid-stage, the decreased
regional gap as a result of balanced regional development strategies, the decreased surplus rural
labor force with the population aging and urbanization, as well as the changeover of the market
supply and demand for labors. Negative factors to affect this narrowing process include
corruption, gray income, income inequality caused by the sharp rise of real estate price in urban
areas and the like.

2. Inequality in economic opportunities

The inequality of economic opportunities is reflected in many ways, particularly the income
inequality between monopoly and non-monopoly industries, and between different employment
forms and genders.

Since the mid 1990s, there was a significant widening tendency in the industry income
distribution in China (Guan Xiaoming, 2007; Gu Yan and Feng Yinhu, 2008). The analysis of Ren
Zhong and Zhou Yunbo (2009) believed that the industry income polarization tendency did not
yet expand to the comprehensive and integrated scale, but it’s noteworthy that the monopoly
and partial monopoly accounted for 65% of the industry income disparity. Researcher Yue Ximing
and other experts (2010) indicated that the monopoly industries were solely managed by the
state-owned enterprises, which explained why their average income level was higher than that of
the non state-owned ones. It is estimated that out of income disparity in monopoly and
competitive industries, more than half of it is a result of monopoly.

Different employment forms also affect the income equality. Currently in China’s public and
private sectors, two forms of employment co-exist: regular employee and contracted labor. The
contracted labors are informal employees, who sign the contract with labor intermediaries and
are sent to the recruiting enterprises and organizations to work. These labors do the same work
as the regular employees but receive less pay and social welfare. Contracted labors are mostly
rural migrant workers. According to the All China Federation of Trade Unions, the number of
contracted labors reached 60 million, accounting for 20% of labors in cities (All China Federation



of Trade Unions, 2011). The survey in some pilot regions has found that the average payment was
only 70% that of the regular employees (Gong Sen, 2012). Women contracted labors not only
suffered the unfair treatment of “unequal pay for equal work” that all contracted labors endured,
but also would be sent back to the labor intermediaries during pregnancy, child birth and baby
nursing period, and then lost job (Li Lixin, 2013).

Gender equality situation in China is relatively good in the developing countries and women’s
role in the family decision-making and child well-being has grown significantly. However,
inequality still does exist in some aspects. Three surveys on women’s situation in 1990, 2000 and
2010 have shown that the income disparity between different genders kept on widening. The
report on analyzing data from urban family survey in 1995, 2002 and 2007, conducted by Li Shi
and other researchers (2012) , also indicated that the gender income disparity were on the
widening tendency. This was particularly noticeable in the sectors characterized by lower skill and
strong competition. Like the migrant worker’s group, female workers faced significant
discrimination in the labor market. Often, they are the major source of irregular labors, and are
not included in the formal social welfare system. Also, they tend to be the first to face
unemployment. Wang Meiyan’s study (2005) has revealed that to explain the man-woman
income disparity in the same industry, only 6.9% can be traced back to explainable reasons, such
as the difference in human capital.

3. Property inequality

The resident property accumulation mainly originates from the savings by deducting expenditure
from income, which is a concept of stock. The property accumulation vice versa, also affects the
overall income level by taking in income from properties. Since the reform and opening-up, the
continuous growth of resident income gave opportunities to property accumulation. Since the
property increase is always associated with scale effect and leverage effect, the property disparity
is hence generally bigger than the income disparity. China Human Development Report 2005
jointly released by UNDP and China Development Research Foundation has shown that the
income Gini coefficient of residents in China had reached 0.45 in 2002, but the Gini coefficient of
actual net value of property reached 0.55. Among all kinds of properties, the Gini coefficient of
land reached 0.67, the financial assets 0.74 and the housing estate 0.67.

According to the 2002 National Household Sampling Survey, the real estate accounted for 57.9%
of the total resident property. Sato and other experts (2011) has noted that more than two third
of wealth disparity was originated from the real estate. Considering the proportion of real estate
in resident’s property, the rapid rise of real estate price has worsened the property inequality.
The analysis based on the CHIPS data and Bewley model by Chen Yanbin and Qiu Zhesheng (2011),
has found that the real estate needs for investment purpose from the high level wealth families
had grabbed the needs from the general families for consumptive housing purpose. This also
contributed to the housing inequality. Apart from the 20% highest income households, the
medium and low income households in particular, have become the victims negatively affected
by the high real estate price. Moreover, the high real estate price has distorted the practice of

saving and property accumulation among urban residents. Young people are forced to increase
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savings to catch up with the growing real estate price, making their life-cycle consumption no
longer smooth, and also worsening the balance of macro-economy.

To address the fast price rise and high level of price in the real estate market, the government has
taken some intervention measures since 2010, including increasing the supply of economically
affordable housing, low-rent housing and public-renting housing. Also, policies were rolled out to
limit the real estate price and purchasing. Despite their good intentions to control the real estate
price in theory, these policies had been confronted with challenges in actual practice: the unfair
distribution of affordable housing, corruption, targeting mechanism of low-cost housing provision
as well as the sharing of central-local financing cost. There will be some time before these
policies take real effect. Meanwhile, policies limiting price and purchasing, enforced by
administrative means, have not only distorted market, but also brought more social problems,

such as the sham divorce.

IV Social inequality

Social equality is a word which has very vague connotation and broad content. In this paper,
social equality or inequality is mainly related to health, education and social security, and so on.
Although some studies regard income distribution and poverty as “social” ones, this paper will
discuss them in economic inequality.

1. Health inequality

Health is one of the core components of human development and has a significant influence on
the other dimensions’ development of human development (UNDP, 1990). Since China’s reform
and opening up, the health level of Chinese urban and rural residents has been greatly improved
as a whole. Take the average life expectancy for instance, the index of China in 2010 reached the
age of 74.83, which was 7 years higher than 67.77 in 1981, 5 years higher than that of the world’s
population in the same year and 5 years lower than the high income countries and regions.
Moreover, China’s infant mortality decreased from 32.89%o. in 1990 to 13.93%. in 2010. But
health inequality still can’t be ignored while achieving these great achievements.

China’s health inequality is prominently mirrored in the regional and urban-rural disparity. Still
take the average life expectancy for example, it reached 80.26 years old and 80.18 years old
respectively in Shanghai and Beijing in 2010, which was higher than the average level in
developed countries, but failed to reach 70 years old in Tibet, Yunnan, Qinghai and other
provinces (NBS, 2012). The regional and urban-rural disparity of child morality was also very
serious (Figure 3- Figure 5). Take infant mortality for instance, the ratio of rural and urban areas
was more than 3 times in 1991, which kept as 2.5 times in 2011. Comparing with the western
region where has the highest infant mortality and Beijing, Shanghai, Zhejiang, Guangdong and
other eastern provinces and cities, the ratio of this index was more than 3 times. The gap of child
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morality below 5 years old between urban and rural areas was also tremendous and the ratio is

still more than two times presently.

Figure 3: China’s infant mortality (1991-2011)
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Figure 4: The regional disparity of infant mortality

Source: China Health Statistics Yearbook (2012)

Figure 5: Child mortality below 5 years old (1991-2011)
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The obvious inequality of health results are closely related with residents’ accessibility of medical
and health services in different regions and urban-rural areas. Meanwhile it is also affected by
different natural and geographical conditions and other objective factors. From the perspective of
fundraising, the accessibility of medical and health service is not only related with the families’
income level, but also has a strong correlation with the public resources investment level,
structure and quality. The analysis of Liu Minquan, Li Xiaofei and Yu Jiantuo (2007) pointed out
the ratio of per capita medical expenditure between urban and rural areas had continued to
expand since 1997, and the gap of per capita medical and health expenditure between regions
had a close connection with different economic development level. Furthermore, the medical
expenditures were obviously unequal in each province and region in China. China Health
Statistics Yearbook (2012) indicated the government medical expenditure of Shandong and
Guangdong in the eastern coastal provinces was 72.74 billion RMB and 35.933 billion RMB
respectively, but the expenditure of the western Gansu and Xinjiang was only 11.654 billion RMB
and 12.097 billion RMB respectively, which was only half of Beijing’s expenditure (22.398 billion
RMB). The data of the Fourth China Health Service Survey held by the Ministry of Health also
showed there were significant differences in the medical and health service supply level between
big, medium, small cities and four categories of rural areas (The Ministry of Health, 2009).

2. Education inequality

Education is also one of the core dimensions of human development and has a profound impact
on many of its other aspects. China has achieved the objective of universal primary education
proposed by the MDG many years in advance. The net primary school enrollment rate of
school-age children had reached 99.7% by the end of 2010. The gross enrollment rate of junior
middle school reached 100.1% in 2010 (The Program for the Development of Chinese Children
(2011-2020). Benefited from the free compulsory education policy started in 2006, the gap of
primary education enrollment rate in different regions and urban-rural areas had been basically
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bridged. China’s achievement in universal non compulsory education is also remarkable.
According to The Program for the Development of Chinese Children (2011-2020), the gross
enrollment rate of high middle school had reached 82.5% at the end of 2010, and the gross
enrollment rate of preschool education had reached 56.6%. The gross college enrollment rate had
also risen from 3.4% in 1990 to 30% in 2012 (Report on the Work of the Government in 2013 ).

Despite the above achievements, education inequality still can’t be ignored. Take the gross high
middle school enrollment rate for example, the indicator of Beijing reached 98%, but the
indicator of Guizhou was only 55% in 2010. About the average schooling year, the highest
reached 11 years in Beijing, however the lowest was only 4.8 years in Tibet. Although the
education disparity between genders was progressively narrowed, the statistical data of the sixth
census showed, illiteracy rate of male and female above 15 years old was 2.52% and 7.29%
respectively in 2010, and the latter was nearly 3 times of the former.

In the aspect of advanced education, social class has great influence on its entrance opportunity
and quality. The investigation showed, as for the entrance opportunity to university, children of
government officials and business managers, professionals, administrative staff, business service
staff and industry workers was 5.1, 3.3, 5.5, 3.7 and 3.5 times that of the farmers’ children
respectively. The access to university education from middle and high level income families was
2.3 times that of the low income counterparts. Moreover, children of government officials and
business managers had 9 times of access to undergraduate education than that of the farmers.
For college education, this ratio was 5.4 times; speaking of professionals, their children had 5.6
times of opportunities to undergraduate education than that of farmers, and the ratio for college
education was 3.3 times (Li Chunling, 2009). Some case studies showed, regarding Peking
University students’ family background in nearly 30 years from 1978 to 2005, the proportion of
students from rural areas was between 20% and 40% from 1978 to 1998, but began to decline
from the mid of 1990s. The proportion was only 10%-15% since 2000 (Liu Yunbin, 2006). The
expansion of college education was accompanied by rapid rising of education fees, which turning
income inequality to education inequality through the theshould effect of tuition fees (Liu
Minquan, Yu Jiantuo, Li Pengfei, 2006).

The gross enrollment rate of preschool education has reached 56.6% in 2010. But according to
studies of China Development Research Foundation in midwest region, preschool education is
mainly concentrated in cities above township and county level, and the remote and poor
mountain areas are basically not covered.

3. Social security inequality

As for social safety net, social security system is an important measure to promote human
security. Social security system also plays the key role to adjust other economic and social
inequalities in many countries. Chinese social security was the typical urban-rural dualistic system
before the reform and opening up. Based on urban household registration and units, the urban
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social security system covered everything; but in rural areas, it mainly relied on collective
economy. After the reform and opening up, Chinese social security system experienced a
reconstruction process and the role of employing unit was gradually weakened. But this system
based on household registration and identity also had its division feature causing apparent
inequality in turn. After 2003, based on the reality of economic and social development and the
large-scale population migration, the reconstruction process of social security system was
accelerated obviously, and the system integration were also constantly under test. However,
Rome was not built in a day. There is still a long way to eliminate social security inequality.

There was also great social security inequality among different social identities in cities. Staff in
the state and public sectors were excessively protected, but those in non public sectors
(especially migrant workers) generally suffered from insufficient protection (Zhu Ling, 2011).

There was also significant disparity in the actual security service accessed by employees in
different ownership enterprises and industries in cities (China Development Research Foundation,
2009) (See Table 1, Table 2).

Table 1: Proportion of employees participating in social security in different ownership
enterprises in cities (%, 2007)

Ownership of Endowment Medical Insurance | Unemployment
Enterprise Insurance Insurance

State-Owned 83.8 72.9
Enterprise

Urban Collective- 65.0 53.1 42.6
owned Units

Other types of 69.3 56.4 43.1
ownership

Urban privately or 23.8 19.1 9.4
individually-owned

Other Employed 40.4 36.9 24.0
Total 66.5 60.5 51.6

Resource: China Development Research Foundation (2009)

Table 2: Proportion of different industries participating in social security (%, 2007)

Industry Endowment Medical Unemployment
Insurance Insurance Insurance

Farming,forestry,husbandry,fishing 374 59.9 374

Mining 70.7 60.4 54.9

Manufacture 69.2 56 47.7

Electricity, gas and heat water supply 76.4 62.6 42.9

Architecture 53.2 414 34.6
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Transportation,storage and mail 63 56.1 42.1
Information Technology 55.5 46.4 334
Retail 37.3 29.9 18.9
Accommodation and Catering 29.2 32.2 20.6
Finance 68.8 57.5 42.3
Real Estate 55.8 49.7 31.3
Leasing and Commercial service 48 42.5 27.6
Scientific and technical research 93.8 95.5 93.5
Infrastructure 54 61 46.6
Resident and other services 394 33.1 19.3
Education 94.5 95 93.6
Social security 92.7 92.1 90.4
Cultural and recreational service 79.7 80 75

public management 96 95.4 95

Resource: China Development Research Foundation (2009)

The above analysis only shows the difference in participation rate regarding all sorts of social
security. If we further compare various social security treatment, the disparity would be larger.
Take endowment insurance (I thought it is going to change into pension scheme) for example,
according to the present system, civil servants’ endowment treatment was 2 to 3 times higher
than that of the enterprise staff (Li Shi, 2013). Chinese government increased the institutional
coverage of social security services in the past 10 years. After the outbreak of international
financial crisis in 2008, social security system as the key area of economic stimulus had significant
development. The new rural cooperative medical care system had covered 95% of rural
population from 2003. The rural residents’ minimum living security system was launched in 2007.
The policy of including migrant workers into city endowment insurance system was released in
2009. Ten percent of counties were chosen as pilots and the new rural resident social endowment
insurance system began to roll out in the same year (Zhu Ling, 2010). In addition to the original
medical and endowment insurance system for urban workers, basic medical insurance covering
unemployed urban residents was fully implemented in urban areas in 2010. The endowment
insurance covering unemployed urban residents with urban household was introduced in 2011.
Besides, the urban residents’ substance allowances system established in 1990s has a stable
population of 20-23 million. Despite its success, huge difference exited regarding people’s real
access to the urban-rural and regional social security service due to its institutional division in
urban-rural areas and difficult regional planning. (Zhu Ling, 2010; Ravallion and others, 2009).
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V Natural resources and ecological environment inequality

1. Natural resources inequality

Natural resources refers to the natural substance that is natural existent (not including raw
materials human used in manufacturing) with value in use, including land, mineral, water, biology,
climate, marine and other resources. In this paper, natural resources inequality mainly refers to
the inequality of natural resources ownership and exploitation (and benefits).

In China, natural resources are owned by the country in the law. From the point of real right,
according to the actual use of natural resources, they can be divided into public property and
state property. The former services in some public purposes, according to which, any individual
has the non exclusive right to use them, but the government has no right to dispose or use them
to receive income arbitrarily. The latter one belongs to the government’s private property, so the
country enjoys exclusive legal person’s property right of it, which should basically apply to the
civil law (Xiao Zesheng, 2007; Qiu Qiu, 2010). Therefore, from the aspect of direct ownership, the
natural resources inequality in China is not very serious.

There are two reasons for the inequality of natural resources’ use and earning right. First is
caused by the nature. The distribution of natural resources is different between regions,
especially in China with so vast territory and diverse topography. This kind of inequality exists in
any country. In the free movement system, it also can be eliminated in some extent through
“voting with their feet”, therefore, it’s relatively not so difficult to be accepted by the society. The
second is institutional reason. Because of the limitation on identity and capital scale of natural
resources exploitation, there exists a big gap between the opportunities and abilities people
using natural resources and their earnings. That is the focus of this paper.

In the aspect of the natural resources use and earning right, the challenge to China’s natural
resources inequality still can’t be ignored. Its influences on small farmers are prominent, such as
farmers’ collective ownership, use and earning rights of the land can’t be effectively protected,
and they are in a weak position in the process of land nationalization (acquisition). According to
the current universal land expropriation system, the compensation to farmer’s collective is mainly
according to the crops yield of several years on the land and a few compensations (such as social
security and employment), not based on the market value of the land. Such kind of inequality
land expropriation-compensation system stimulates local governments making great efforts on
land finance; on the other hand, it also results in 40-50 million landless farmers, and brings heavy
landless farmers resettlement problems and social instability. Research report of Chinese
Academy of Social Sciences showed, in the farmer’s appealing to the higher authorities for help,
60% of them were related to land, 30% of which were related to the land expropriation. Farmers’
land disputes have become the focus of farmers’ right protection activities (Institute for Urban
and Environmental Studies of Chinese Academy of Social Sciences, 2011). Besides, because of
lacking of transparency and supervision in the resources development and utilization process,
striking deals between power and money and other corruptions are easily happened, which also
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lead the inequality of resources use and earning right to get further worse.

2. Ecological environmental inequality

The ecological environmental inequality includes not only the inequality within the same
generation (intra-generational inequality), but also the inequality between different generations
(intergenerational inequality). Excessive grabbing the natural resources and doing harm to the
ecological environment is a kind of intergeneration inequality. By 2012, the total discharge of
sewage of the whole country was 68.48 billion tons and the total discharge of chemical oxygen
demand was 24.237 million tons. In the state controlled sections of the ten major rivers, including
the Yangtze River, the Yellow River, Pearl River, Songhua River, Huaihe, Haihe, Liaohe, rivers in
Zhejiang and Fujian provinces, rivers in the northwest and southwest regions, and so on, the
section proportions of I-lll, IV-V and inferior grade V water quality were respectively 68.9%, 20.9%
and 10.2% (Ministry of Environmental Protection, 2013a, b). The total emission of sulfur dioxide
in the exhaust gas of the whole country was 21.176 million tons (Ministry of Environmental
Protection, 2013b), which had exceeded US and made China becoming the largest emitter in the
world (see figure 6). By the end of 2012, a total of 74 cities began to do testing according to the
new air quality standards, including Beijing-Tianjin-Hebei, Yangtze River Delta, Pearl River Delta
and other key regions, and municipalities, provincial capital cities and cities specifically
designated in the national plan. The results indicated the proportion reaching the standards in
the prefecture level cities and above was 40.9%, dropped 50.5%; the proportion of key
environmental protection cities reaching the standards was 23.9%, dropped 64.6% (Ministry of
Environmental Protection, 2013a). In addition, the rapid growth of solid waste in cities and rural
areas also can’t be neglected. All the above environmental problems result in huge

intergeneration ecological environmental inequality.

Figure 6: The global carbon emissions
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Regarding the intra-generation inequality, there also exist significant gap between different
regions’ ecological environment challenges. For example, the availability of clean water and
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improved sanitation has been basically ensured in urban areas, but the problems in rural areas
still can’t be ignored. According to the statistics of Ministry of Health, by the end of 2011, the
accumulative population benefited from water improvement accounted for 94.2% of the total
rural population, and there were still nearly 6% rural population could not get basically clean
drinking water, which were mainly concentrated in water shortage areas in the central and
western regions; the coverage of sanitary latrines in rural areas was 69.2%, and nearly one third
rural population were lack of sanitary latrines. But speaking of air quality, the cities in the east
developed areas and the Midwest heavy industry intensive areas were more affected by air
pollution, and the rate reaching the air quality standards in the key environmental cities was
below one forth (Ministry of Environmental Protection, 2013a), but the overall air quality in rural
areas was still in good level. These comparisons can’t cover the whole ecological inequality
situation in every areas and different social groups. But what needs to be emphasized is, when
facing environmental pollution and ecological degradation, usually because of lacking income,
resources and abilities, the poor can’t be effectively against the negative influences in the pre and
post (Liu Minquan, Yu Jiantuo, 2010).

VL. KS Ay &GAGdziA 2 ydridus ifequaliie§ & 2 F / KA YL

The above discussion of China’s economic and social inequality has involved various inequalities
causes to some extent. But a full analysis of these causes is still a very complex and arduous task,
which is specially shown in the following aspects. First, there are complex interrelationships
among many factors influencing inequality; second, there are interrelationships among inequality
results; third, impact of many factors on inequality are not unidirectional, but with impact of
reducing and increasing inequality as well. The connection and multiple-influences complicates
their cause analysis, and poses higher demands on the development of inequality policy
elimination; on the other hand, they provide more policy choices, for instance, policies of
eliminating health inequality will reduce the income distribution disparity as well.

Studies to trace causes of various inequalities in China are abundant. But from the perspective of
policy, we can divide these factors into two categories: one is non-institutional factor, including
natural and geography environment, social tradition, history and the like; the other is institutional
factor mainly in the form of institutional decisions including government policies, regulations,
planning and other government endeavors in the narrow sense in this paper. Social tradition,
custom and rules are also regarded as institution in the broad sense in many literatures. This
paper focuses on the institution in the narrow sense because it targets to provide more direct
references for policy interventions. This has no implication that social tradition, custom, rules and
other factors are unimportant in the inequality causes. In practice, dominant system delivered by
government to solve such issues as gender quality is usually fairer, but often failed to eliminate
those strong and lasting influences of social tradition and customs. Also, this paper differentiates

between institutional factors and non-institutional factors, and the focus is more on the former
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than the latter. This does not mean the latter has no value for policy interventions. Rather, the
development of many policy interventions measure must consider the impact of non-institutional
factors, and initiate tailored design.

1. Institutional causes of inequality

There are various institutions and policies causing and affecting economic and social inequality,
and they are connected as well. This paper does not list all these policies as this is impossible in
fact, but only chose some basic policies and institutional arrangements.

(1) The household registration system. In the institutions causing current economic and social
inequalities in China, the household registration system formed in 1950s may be one of the most
ingrained systems with the most lasting impact. The following approaches contributed to the
inequalities caused by the household registration system. First, directly restricting people’s
gualification of access to economic opportunities and their capabilities to use these opportunities;
second, directly restricting people’s qualification, scope and standard of access to various
welfares; third, restricting people’s migrating possibility in urban-rural areas, different regions
and departments, which enlarged the differences between different identity residents on the
availability, scope, quantity and quality of basic public service (UNDP China, 2007); fourth,
causing ingrained social identity difference and discrimination. After the reform and opening up,
the household registration system became flexible in different levels to some extent. And it was
possible for labor transferring in urban-rural areas and across different regions. Especially in the
process of urban-rural integration, more and more people were no longer affected by the
household registration system, but could enjoy various social welfare, labor rights and market
access qualifications.

(2) The regional gradient development strategy. After the reform and opening up, China
employed the regional gradient development (especially opening up) strategy. This decision was
made based on two reasons: first, prioritize the unique geographical, historical, economic and
social conditions of “the first open” (development) regions; second, in early days of the reform
and opening up, many policies were experimental and needed to be piloted in some regions
before they were magnified to larger scope. In practice, this gradient development strategy
included several stages. In its plan, it encourages the eastern coastal regions to be the first to
develop in early stage; and promote the development of the central and western regions once
the eastern regions has succeeded. It should be noted that this strategy had plans to bridge the
development gap after a certain period. But in real practice it was difficult. Firstly, it involves path
dependence in the development process; second, different regions have their own interest
orientation with different interest differentiation in the development process, and it was hard to
modify; third, some development opportunities and conditions cannot be simply copied. When
the opportunities for the central and western regions were gone, they were gone forever and
hard to amend.
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No matter what theories and actual consideration were behind the regional gradient
development strategy, it actually drove the eastern coastal regions for a rapid development in the
first 20 years of the reform and opening up, and left the central and western regions far behind.
This economic disparity brought difference in the public service provided by the eastern, central
and western government, and also resulted in differences of social attitudes and ideas.

China began to employ a more balanced regional development strategy from 1990s, progressively
introducing policies: “large-scale development of the western region”,

”n "
’

“revitalizing the old industrial bases in the northeast”, “the rise of the central region” and other
policy measures, and increased support for the central and western regions’ development. These
policies have been quite successful. The disparity of provincial per capita GDP, per capital income
and consumption had begun to narrow progressively since 2005, and now had dropped back the
level in 1990s (Li Shantong, 2011). But it also needs a period of time for the decline of regional

economic disparity to be transmitted to the social field.

(3) Unbalanced public finance system. The urban-rural and regional disparity in public services is
linked to the fiscal capacity gap caused by the difference of regional economic development level
on one hand; and the weakening proportion of basic public services expenditure in the fiscal
expenditure structure on the other. Moreover, after the tax reform in 1994, the government fiscal
capacity tended to rely on the central government, whereas the duty of basic public services
expenditure was delivered to local government. This made it more difficult to balance the access
to basic public services. In such a fiscal system, local government favors investments resulting in
rapid GDP growth so as to achieve a faster economic growth and more government income, and

ignores their duty of providing basic public services.

(4) The market reform and opening up. In the era of planned economy, the development
disparity among urban or rural areas was relatively small, and remained in a constrained equality
state through strict planning control and man-made suppression. The urban-rural disparity was
more reflected in various qualification differences (such as allowances and price control), but not
in life quality measured by income and expenditure (there was still a urban-rural gap in life
quality). Along with the market reform and opening up (Chinese economy integrate into the
global division), those previously restrained factors began to be visible and contributed to the

domination of economic and social development disparity to some extent.

(5) Market monopoly and division. China did not accomplish its transition from the planned
economy to market economy, and there are large state-owned enterprises left behind from the
planned economy era. Theoretically, the existence of such enterprises may not necessarily
become a hindrance to fairness. And it can be helpful to promote economic and social welfare
due to its public property. But in fact, many state-owned enterprises have an unreasonable
privilege in the market with its influence on administration and policy, and many of them are
market monopolists. This halfway market reform, have left employees of different ownership
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enterprises in an unbalanced situation regarding income and access to other social welfare/public

services.
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