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Abstract

The Chinese social welfare reforms since the 1989s been characterized as fragmented
and incremental. Social welfare system after tharmes in urban China is neither liberal as
in Anglo-Saxon countries nor universal as in Nobantries. Instead, China’s urban social
welfare has developed on three distinct dimensibnsocial insurance: a payroll-tax-based
and contributory social insurance system was dstedd to privilege and benefit particular
sectors and socioeconomic groups such as thesstetier and employees of large-sized
enterprises; 2) privatization/capitalization: pafrthe social insurance funds were privatized
(capitalized) and selected private sectors (finmse incorporated into the social insurance;
3) targeting: social benefits were remarkably eséehto some low income groups such as
laid-off workers, unemployed persons, and earlyges. Without examining the
micro-foundation of each dimension of the refornfiges, the trajectory of China’s urban
social welfare reforms seems quite puzzling. Thiggy attempts to explore the political
economic logic of China’s urban social welfare rafe that began in the mid-1980s.

To achieve the goal, this paper first categoriabsil force in urban China into four
socioeconomic groups (public sector insiders, puddictor outsiders, private sector insiders
and private sector outsiders) and then examinealseelfare preferences of each of these
four socioeconomic groups. Based on the distinciasavelfare preferences of the four
socioeconomic groups, this paper argues that devabes on social welfare policy in urban
China take place along two lines of conflicts: peHpirivate sector conflicts and labor market
insider-outsider conflicts. Second, this paper esgd how the government accommodates
these social cleavagasdecades of urban social welfare reforms. This glaanalysis
touches upon various preference-to-policy trarmfathechanisms in urban China, including
the fragmented authoritarian policy-making procass informal interest articulation
channels such as protest and street demonstrB&sed on process-tracing of China’s social
welfare reforms from the mid-1980s and some anet@vidences collected from
second-hand materials about social policy makimg,gaper finds that the three major
dimensions of China’s social welfare reform polcage basically responding to the two
social cleavages embedded in the four socioecongraigs of urban China. Nonetheless,
some important questions regarding the politic€lmha’s urban social welfare are
insufficiently addressed at the current stage efstiudy. This paper will briefly discuss them
in the concluding remarks and will outline a pldrwther study along this line.



1. Motivation and Literature

Since the mid-1980, China’s social welfare progrésush as pensions, health insurance,
unemployment insurance, work injury insurance amamum living allowance) have
dramatically expanded. In 2007, more than two hedadnillion Chinese participated in the
social pension and basic health insurance progrentise same year, government’s insurance
expenditure was 789 billions RMB and increased h% from the last year. According to
the selectorate theory (Bueno de Mesquita et &22560), incumbent politicians allocate
the limited available resources in the way that imé&es their chances of political survival.
When the winning coalition that keeps the politigan office is small, politicians only need
the support of a few individuals to stay in offe@ they will allocate the majority of
resources to provide private goods (such as paitkppage, cronyism) to their supporters.
When the winning coalition gets larger, private g®omust be distributed to more people and
thereby becomes more costly than public goods. éldarge-size wining coalition induces
politicians to provide public goods (such as edocatsocial welfare and services). However,
the sizes of selectorate and winning coalitionsehahanged little in China during decades of
economic growth and social welfare development. Viththe momentum of Chinese social
welfare development? What explains the expansigmbaelfare policies in China’s social
welfare reforms?

In recent years, academic interests and reseaoch€finese social welfare are rising.
Some scholars study China’s social welfare refamsocial consequences of the Chinese
economic reforms particularly the State Owned Emises (SOESs) reform (Lee, 2002; Cai,

2002; Hurst and O’Brien, 2002; Gu, 1999; Chen, 2008her scholars directly examine the



policy making and implementation of specific soa@lfare policies. Frazier's works on
China’s pension reform (Frazier, 2004a, 2004b, 2@060) and Duchett’s writings on
China’s health and unemployment policies (Duclti€g1, 2003, 2004, 2008) are, to my
knowledge so far, the most thorough studies abbinése social welfare policy during
1980-2005. Both of them provide students of Chirgsitics with abundant information and
insightful thoughts about various conflicts (el tentral-local conflict, inter-regional
conflict, inter-ministerial conflict and bureaudcatonflicts etc.) involved in the making and
implementation of social welfare policy. Even dwit works, or broadly the existing
literature about China’s social welfare, sufferesal weaknesses. First, the existing studies
of Chinese social policy is quite fragmented, withmuch conversation with each other.
Perhaps this is attributed to the narrow focusaghework: some being confined to a certain
fragment of reform periods (e.g. the reform inldte 1990s) and others to a particular social
policy area (e.g. pensions, health insurance, utfment insurance). Most of them do not
consider a coherent political economic logic betimelpatchwork of social welfare reforms
in urban China. Second, most of the existing studt®ut China’s social welfare focus on the
supply side of social welfare policy. Such a folreds the scholars adopting the “top-down”
perspective in the sense that their arguments lyssialts from the policy initiatives at the
government level and treats the policy demandspalidy preferences in the society as given.
Hence, the individual social welfare preferencesrlman China are left unknown. Moreover,
without taking account of the policy demands “frtme bottom up”, the extant explanations
of social welfare policy seem ad-hoc and lack prigain power. The political economy
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provide helpful references to overcome the aforg¢imeed weaknesses in the existing studies
about China’s social welfare.

The literature of welfare state demonstrates tbeiswelfare in western advanced
industrial countries has been evolving along distpaths (Esping-Andersen, 1990; Hall and
Soskice, 2001). The politics accompanying the ckfiié paths vary dramatically. The debate
about the logic underlying the rise, expansion r@fiorm of the welfare state in western
countries during the post-WWII era is still ongaifigne conventional interpretation of the
rise of welfare state in the perspective of povesource (Korpi 1978, 1983) face various
challenges by other perspectives that take acadfuntiny other factors pertaining to the
recent changes and reforms of the welfare stateanoe a few, globalization (Cameron, 1978;
Katzenstein, 1985; Garrett, 1999; Rodrik 1997) tadustrialization (lversen, 2001),
varieties of market coordination or corporate gaaece (Hall and Soskice, 2001; Roe, 2003),
cross-class coalitions (Swenson, 2002; Mares, 2@0@) taxation system (Kato, 2003).
Although the welfare state literature is develop&nly on the experiences of western
democratic industrial countries, itseoretical frameworks helpful to study the welfare-state
building in developing countries. Hauserman prop@eomprehensive yet clear theoretical
framework to disentangle the complicated and minftghsional policy—the pension reforms
in France, Germany and Switzerland during 1970-Z6userman, 2006). The framework
starts from individuals’ preferences for pensiofigypand links the conflict lines derived
from individuals’ preferences to political actopsilicy preferences in the making of pension
policy, and ends with policy outputs that are ttaresl from the political actors’ policy

preferences under each country’s specific instinai constraints. This framework combines



the supply side of social policy with the demardksand is conducive to the exploration of a
coherent logic behind social policy. This papel erhploy such a theoretical framework to
study the political economy of Chinese social welfieeforms since the 1980s.

Study of individual preferences for redistributiemot novel in the literature of political
economy. The most prominent work might be the MetRichard model (Meltzer and
Richard 1981), which predicts that under the coonlit of majority democracy all voters with
incomes below the mean income will have stronggpesfce for redistribution policy. Many
other scholars use survey data to explore factber chan relative income that affect
individual preferences for redistribution and hémend that religion, family tie, education,
gender also significantly affect individuals’ pregaces for redistribution (Scheve and
Stasavage, 2009; Alesina and Giuliano, 2008, 28@%sen and Soskice, 2001). The
underlying theories of these studies about indiziguweferences for redistribution are the
industry model (Richard-Viner Model) and the faatoodel (Stolper—Samuelson Theorem).
The industry model suggests that distributive got#lin the society take place along
sector/industry line. In contrast, the factor madgblies that distributive conflicts take place
along factor line, that is, capitalists (capitalress) and workers (labor) should have
conflicting policy preferences. Other scholars ggdnd these two classic-economic models
to search alternative explanations of social clgasan redistribution. For example, Hiscox
finds that inter-industry factor mobility is a s@&it determinant of social conflicts (Hiscox
2002). Equipped with these theories and modelstahdividual preferences for
redistribution, this paper will discuss urban Clseigoreferences for social welfare and

consider the social cleavages embedded in thesdriedtion preferences as the base of the



politics of Chinese social welfare reforms.

Based on a detail examination of Chinese socidianeleforms since the mid-1980s, this
paper argues th#te politics of Chinese urban social welfare refa@imce the mid-1980s has
been taking place along two lines of social cleagaghe public-private sector conflict and
the labor market insider-outsider conflicEmpirical evidences collected from the literature
and my interviews with Chinese enterprises and gouent officials in the summer of 2009
provide primary support for this argument. The ramer of this paper will unfold as
following. Section 2.0 introduces China’s pre-refiosituations and the social welfare reform
processes since the mid-1980s. Section 3.0 exarsawaseconomic groups’ preferences for
social welfare policy and the social cleavages atdbe in those preferences during the
reform era. Section 4.0 explores how the governrseategically accommodates those social
cleavages in decades of urban social welfare ref@inen Chinese authoritarian institutions.
Section 5.0 summaries the argument, discussémitations and outlines an agenda for

further research.

2. China’s Urban Social Welfare: Pre-reform Situans and the Reform Processes since
the mid-1980s

This section is to provide a background for furtéeploring the politics of China’s
social welfare reform. The pre-reform situatiorsotial welfare was a stark contrast to the
circumstance in the reform era. Understanding teerg@form situation is helpful to
understand socioeconomic groups’ preferences foalseelfare policy during the reforms.
The first part of this section will briefly reviethe Chinese political economic situations
before reforms and the second part will introdub&n@'’s social welfare reforms since the

mid-1980s along three policy dimensions —insuranagijtalization and targeting.



2.1 The “Iron Rice Bowl!” and social welfare in thee-reform era

In the socialist China before economic reformseaterprises were called “work units”
(Danwe).> The major functions of work units, in additionftdfilling the production quotas
set by the central state, were to place employmemiuch as possible and to provide
employees with social welfare. The lifetime empl@yn(“Iron Rice Bowl”) with egalitarian
social welfare was the feature of China’s sociamtial welfare system before reforms.
Industrial workers in the urban areas were privgtbgvith various kinds of social benefits
including housing, health care, pension, traveloftgpring’s schooling and the like.

In the long term, the “work-unit style” enterprisegh comprehensive social welfare
responsibilities inevitably resulted in inefficignand incompetence. On the one hand, many
enterpriseS were nearly devastated by the heavy burdens afifimg permanent social
welfare for their employees; on the other hand)ifteéme employment with egalitarian
social welfare provisions gave rise to employegséssive dependency on the “iron rice
bowl” without sufficient incentives to improve wogerformance, let alone innovation.
Every aspect of employees’ private lives from hogsb marriages, from family planning to
children’s schooling, from seeing a doctor to fahewould be planned by their work units. It
wouldn’t be an exaggeration to say that prior fonmas every Chinese work unit was like an
independent society small yet well-organized. Tfoees the following social welfare reform
was a thorough and profound social reform for gmises as well as their employees.

The year of 1978 is usually treated as a turnirigtped Chinese economy. It should also

be considered as the watershed of Chinese sodif@revdevelopment. Before 1978, decades

! Generally speaking, work units in pre-reform Chioasisted of state-owned enterprises, government
agencies and public institutions such as hospialspols, and research institutes.

2 There were only two types of enterprise ownershipre-reform China: state-owned firms and
collective-owned firms. Both of them were non-ptevaectors.



of collectivization and socialization had estaldidla comprehensive, egalitarian yet
unsustainable social welfare system in urban CHiha.market economy reforms began in
1978 aimed to transform the command economy tle&ethefficiency and market
competitiveness. The SOEs reform in the mid-1983ex] with efforts to abolish the
lifetime employment and to establish a competitaleor market in urban area. Once the
foundation of the socialist economy--lifetime emypteent —gradually collapsed, social
welfare system accompanying with it began to drasaby change in urban China.

2.2 The social welfare reform since the mid-1980s

China’s social welfare reform began in the mid-1€88d has been ongoing for more
than two decades. The reform is a trial-and-errocgss with apparently contradictory
policies intertwined. It is impossible to perfectitythe Chinese social welfare system into
any of the “three worlds of welfare state” stylizedvestern capitalist countries. At most, the
Chinese social welfare is a hybrid-- the Europeamtinental-country social insurance system
combining with some liberal and universal supplets€ehhis section aims to briefly review
the China’s social welfare reforms since the mi@d®9and to demonstrate how the reform
progress on three different policy dimensions: iasae, capitalization and targeting.

First, the main component of Chinese social welédter the reform is social insurance.
The last two decades has witnessed the establistohan employment-based and
contributory social insurance in urban China. Sitmeemid-1980s, experimental measures
were adopted by selected cities to create “poolofgiension funds with transferring the
responsibilities of pension provisions from firmesdcal government. Several regulations

issued by the State Council beginning in 1991, &dized the practice of financing the



pension obligations through a combination of “sbp@ols” and individual retirement
accounts (Frazier, 2004a). Similarly, after theeskpents of “co-payment” and
“risk-pooling” of health insurance in some citiagriehg the 1980s, in 1994 a compulsory
social health insurance combined with individuamiuum contribution began to operate in
about 60 Chinese cities. Finally in 1998, the “urleanployee basic health insurance system”
was established. In this system, employers arenegtjto pay 6%-8% of their total payroll
into a local health insurance fund (HIF) and deidideealth insurance accounts (HIAs) held
in the name of each employees. Employees pay 2%eofwages into their HIAs. In
principal, HIAs pay for an employee’s treatmenttowsup to 10% of the local average
annual wage, after which the HIF pays. There im#& bn how much the HIF will pay for
any single individual set at four times of the agg annual wage (Duchett, 2004). As for
unemployment insurance, it started from the emplbogsed unemployment insurance
established in the SOEs that were experiencinguasting in 1986. In 1994, the tripartite
contributory unemployment insurance was initiateg@ublic sectors and extended to private
sectors in 1999 when the State Council promulgtite®egulations on Urban
Unemployment InsurancAccording to the 1998egulationsemployers’ contributions were
raised to 2% of their total pre-tax payroll andiudual employees are required to make
premium contribution of 1% of their wages. Gradyadl payroll-tax-based and contributory
social insurance system including pensions, healthunemployment insurances has been
established in urban China by the end of the 1990s.

Second, after basic social insurance was establjsh the past decade the social welfare

system began to be partially capitalized under gowent’s cautious regulations. For



example, the central government established thiNdtSocial Security Fund (NSSF) in
2000. The NSSF assets are invested by ten fundgearent companies (one of which is a
joint venture) appointed by the government (FraZ164.0:64). Besides, the government has
expressed its intention to develop the market fimape insurance. The 1998ban Basic
Health Insurance Systeaven preserves room for private health insurasde pay the
medical costs above the upper limit of the basalthensurance. In 2004, the government
issued regulations on enterprise annuijiy¢ nianjing and encouraged building up
enterprise annuity as the second pillar of Chipaission system.

Although the Chinese social insurance is printypanployment-based, the social
welfare reform after the late 1990s pay more attartb targeting labor market outsiders
such as SOEs early retirees, laid-off workers &edurban poor, providing them with basic
pensions, unemployment benefits and family allowamt 1999, the central government
announced the “two guarantees” policy: guarantekinigoff workers receiving basic living
allowances and SOEs pensioners receiving thein@ens full and on time. Accompany this
policy, responsibilities of distributing pensionsne transferred from firms to local
government agencies such as banks and postal sastitgtes. Moreover, the basic health
insurance coverage was extended to laid-off workeesemployment centers where laid-off
workers are supposed to regidtare to make contributions on laid-off workers’ btat
60% of the local average employee wage for theipuswear (Duchett and Hussain, 2008).
In 2001, SOEs laid-off workers were entitled to mpédoyment insurance too. Furthermore,

the State Council issued tRegulations on Minimum Living Allowanioe1999. Family

% In policy, laid-off workers can register at theenployment center for only 3 years and therefoeehtsalth
benefits are not insured beyond that period.



whose average income per capita is lower thanoited poverty line is entitled to subsistence
allowance. After 1999, unemployment funds couldibed to subsidize unemployed persons’
medical treatment (Duchett and Hussain, 2008).

Table 1 summarizes the major social welfare refpoticies since the mid-1980s by
policy dimension—insurance, capitalization and esirgg. On the whole, the Chinese social
welfare reform is proceeding mainly on these thltieeensions. To be noted, the logics
underlying these three policy dimensions are olshpoonflicting with each other. For
example, the reform policy on the dimension of nasge is to privilege and protect labor
market insiders especially the public sector emgéay which is contradictory to the reform
policy on the dimension of targeting that aims movarsalize social benefits without
consideration of employment status. Why did theegoment adopt apparently conflicting
policies in the social welfare reform? Who aresbhpporters and opponents of these reform
policies? The next section will explore individugdeeferences for social welfare to see how

they shape the social cleavages in urban China.

Table 1 about here

3. Individual Preferences and Social Cleavages lre tReform Era

Since the market economy reform took off in thed®&he once homogenous Chinese
workforce begun to diversify. Diversification ofrils’ ownerships and the rise of a domestic
labor market are the main forces driving the draaradtange of labor force from the
mid-1980s to the late 1990s. First, most SOEs wenugh either ownership restructuring by
privatization and equitization or corporate reoigation by amalgamation and dissolution

during this period. Second, private sectors inelggrivate-owned firms, foreign-owned
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firms and joint ventures proliferated and grew dapiThirdly, the rural-to-urban migrant
workers continuously increased and even have betioen@ain workforces in some
southeastern regions. As a result of these thraegds, the previously uniform industrial
workers greatly diversified and were distributed/amious sectors. Workers’ remunerations
and social benefits began to vary across sectoewasia within sectors. At the same time, a
large number of previous SOEs workers got laicbo#arly retiredreitui) from their
enterprises. Many migrant workers in the privatg@s, though keeping employed, were
treated discriminately by employers, working withixed-term labor contract and legal
protection.

The social welfare reform in the 1990s was to raspdo the labor dislocation derived
from the rise of domestic labor market and the ifieation of labor force in urban China.
In order to understand the complicated and appgreomtradictory reform policies, it is
crucial to figure out 1) who are subject to theialbwelfare reforms in urban China; 2) what
are their preferences for social welfare; 3) basethe preferences of these people what a
feasible reform strategy will be for the governmdittis section attempts to answer these
guestions in order.

3.1 Sector, employment status and socioeconomigpgrm urban China

As in many Latin American countries and Europeamtioental countries, Chinese labor
force, since the reforms, has been remarkably éd/tdy employment status. Borrowing the
terminology from the literature of welfare stateHaropean continental countries, | will use
labor market “insiders” and “outsiders” in the fmNing text to describe the groups with

different employment status in Chinese labor folde employees with the following

11



characteristics are labeled as “labor market imsfdé) having formal employment
relation/contract with firnfs 2) receiving remuneration and social benefitaxjan)
including pensions, health insurance, unemploynmeurance, work injury insurance and
maternity benefits entitled by the labor law. Enygles who do not fulfill these two
conditions are referred as “labor market outsiders”

Because of the socialist legacy embedded in théynestablished market economy
during the reform era, Chinese labor market insidee distinctly divided by sector. The
most remarkable is the public- private sector dvisPublic sectors usually include
center-owned enterprises (COESs), state-owned eigesgSOES) and collective-owned
firms while private sectors comprise foreign-owrmederprises (FOES), private-owned
enterprises (POFs) and joint ventures. Likewidapianarket outsiders can also be
categorized according to the sectors they usedt& for: public sector outsiders who were
laid off or retired from pubic sectors and privaeztor outsiders who were dismissed from
private sectors or being employed by some smalhpeifirms without formal labor contract,
or being self-employed. To be noted, laid-off wask@ismissed from public sectors) and
unemployed persons (mainly from private sectorgewedficially distinguished by the
Chinese government before 2001. The former wereffictally treated as “unemployed”
because they were supposed to maintain laboraelatith their enterprises though they were

not on the enterprise’s payrolls. Laid-off workeraintain their “labor relations” by

4 This paper will not study employees of governmemt public institutes such as hospital, schoolsiasoc
associations etc. because first, their social lisnghce reforms have experienced less change a@uifo the
ones of enterprises employees; second, the nuniltieis &ind of employees is much smaller than the of
enterprise employees.

® Here SOEs mainly refers to enterprises owned bytheincial or municipal governments. Although the
COEs also belong to SOEs in a strict sense, | pelgseparate COEs from the broad category of S@Es
because the former has more political and econpmideges than the latter. This distinction wit specified
in Section 3.1.
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registering at the re-employment centers builhin $OEs or the cities/district where their
enterprises locate while the “ordinary” unemplopetsons register at the Labor Bureau.
Hence, by design Chinese government’s unemploynadatvas only counting the number of
the latter—the unemployed persons from privateasecifable 2 displays the categorization

of socioeconomic groups in urban China by the taaidrs—sector and employment status.

Table 2 about here

3.2 Socioeconomic groups’ preferences for socidfane

Given the aforementioned four socioeconomic gragothe subjects of Chinese urban
social welfare reforms, this part is to predictitipeeferences for social welfare policy.
Although these predicted preferences are not tdstéadividual-level data in this paper, the
processes of social welfare reform as mentionedrbgéspecially the timing of social
welfare policies on different dimensions, do resparll to the rise and fall of the preference
conflicts among the four socioeconomic groups. Rdlavill elaborate the preferences of
these groups one by one.

First, public sector insiders support the status of social welfare system which is
characterized by the payroll-tax-based and conifyusocial insurance. Public sector
insiders are the vested interest group in the Glisecial welfare system no matter before or
after reforms. Someone might disagree and contetdiie market economic reform which
attempted to increase economic efficiency andaleving social welfare reforms that
eliminated the “Iron Rice Bowl!” were actually agsiirthe interests of industrial workers in
public sectors. | argue that this statement isadefe for several reasons. First, no empirical

data has been found to support the contentiorsti@al welfare in the “Iron Rice Bowl”
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system was more quantitatively or qualitatively ggeus for public sector workers than the
social insurance system after reforms. Secondsdbml welfare reform in the 1990s was
comprehensive and its real effects for benefictanere comprehensive. Although some
traditional social benefits such as housing aredtlihe employment were cut off by reforms,
the risk pools of social insurance benefits havenkexpanded from individual firm to city
and even province in some cases (such as pengidmeaith insurance in Beijing and
Shanghai), which significantly increases the suastaility of social benefits. Third,
“socializing” the social benefits by social insucarprograms reduced operation cost of
public sectors and thus increased their profitapfivhich workers might benefit. The SOE
employees, who managed to secure their positiotigidramatic re-organization and
re-structuring of their enterprises in the late@99§ are the winners of the social welfare
reform. A database complied from 800 state-ownetremm-state-owned firms surveyed in
2000 indicates that SOEs pensioners in the sampleas31.2% rise in per capita pension
benefits between 1994 and 1999, while those refimed other sectors suffered a decline of
15% (Frazier, 2010: 79).

Second, private sector insiders lack incentivgsitothe social insurance system if
without extra and sufficient supplements from tbeegnment. The private sector in China
concentrates in light and service industries sgctoad processing, textile, electronic
appliance, construction, catering, chemical prosldegal consulting, business services and
the like. Compared to the COEs and some large-Sgdgs in public sectors that are

dominant in the monopoly and strategic industrieshsas railway, telecommunication, and

5 Large-sized SOEs are more likely to survive notlise of their sizes but also because of the state’s
preferential policy (“grasping the large, letting the small”) for them during the SOEs reforms.
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energy, firms in private sectors are relatively Bmmasize and are more exposed to fierce
market competition. On the one hand, some privatesfthat possess high technology and
solid finance background are making profits as maglBome COEs and large-sized SOEs do.
On the other hand, a large number of firms in pe\sectors are struggling with increasing
market competition due to low technology and cagit@rtage. According to extant theories,
large-sized private firms should prefer privatizedl capitalized insurance programs which
can secure firms’ autonomy in management (Mare8:208); small-sized private firms
should be interested in basic compulsory socialrarsce that can mediate the disruptive
effect of economic disturbances and alleviate ristks fierce market competition (Swenson
2002: 37-40). Based on my interviews and field eigmees in the summer of 2009, | found
that private sector insiders in some profitablmirdo receive generous social benefits from
private insurance programs run by private or consrakmsurance companies. However,
private sector insiders (both workers and managensyprofitable firms usually tried to
avoid participating in any social insurance prograhich is against the theoretical
prediction. Given the firms’ capital shortage, mgera (usually also the owners) of the
unprofitable private firms are reluctant to enegthployees in compulsory social insurance
for fear of increasing labor cost. But it seemszting that Chinese workers in these
unprofitable private firms also lack incentivegarticipate in basic social insurance.
Workers in the less profitable and small-sized gaevfirms are usually low-skilled and
migrants from rural areas with some particular dgraphic characteristics (young, healthy
and single etc.). They do not support payroll-tasdd and contributory social insurance for

several reasons according to my interviews. Ringt,demographic characteristics of these
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workers make them have less risk-averse preferdacescial insurance programs
especially pensions and health care. Second, theders change work frequently and
thereby they are usually unqualified for socialmace benefits that require premium
payment for a certain number of years with one eygal Third, many of these workers are
unable or unwilling to settle down in urban areas tb some discrimination towards rural
people embedded in China’s household registragietes and social ideas. So workers in
small private firms lack interests in the sociaurance programs whose funds are pooled at
municipal level, because when they find new jobsthrer regions, transferring benefits or
social insurance accounts from the current locataihe others, if possible, is very
time-consuming and costly. Actually, private sectsiders especially those in small-sized
firms save money for the future or purchase somalile commercial insurance programs
rather than joining the payroll-based social ineaea Hence, participation in the
payroll-tax-based and contributory social insuraisagot in the best interests of private
sector insiders if without extra or strategic seppénts by the government.

Third, public sector outsiders demand for egaltaisocial benefits as in the “good old
days” with the “Iron Rice Bowl”. These workers’ dnatic change of employment status,
from being the privileged industrial workers faflito being laid-off workers or early retirees
due to the bankruptcies of a large number of S@&isonly cut off their income sources but
also left them suddenly by their own feet in a stycwvithout a well-developed social safety
net providing basic pension benefits, basic headtie and family allowance. The worse was
that by Chinese government’s special definitioflaid-off” before 2001, these workers were

considered still having labor relation with theiepious employers—SOEs that were
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supposed to take care of their laid-off workergiabwelfare so they were not eligible for
unemployment insurance. Paradoxically, the SOBshtha to lay off or get some of their
employees early retired were also those that coodcfford pensions, health insurance and
even severance fees. Consequently, these earge®and laid-off workers fell into the grey
area between the domain of government and the foB®&s with no agencies being in
charge of their subsistence allowance and even-sumpcompensation. No doubt public
sector outsiders have become China’s most contenfimtestors in the past decade (O'Brien
and Hurst 2002). Most public sector outsiders wigoi their 50’s now are the generation
who have experienced years of political movementseonomic reforms since the new
republic was founded in 1949. They deem socialavelespecially pensions as the basic
returns to their whole life’s services and sace$idor prosperity of the country. However, the
discrepancy between their increasing subsistenegsnend their declining political and
economic capabilities make them becoming the stwitigd but powerless opponents of the
current payroll-tax-based and contributory sogigurance system.

Finally, private sector outsiders prefer minimunt boiversal social benefits. Compared
to public sector outsiders who possess decadesif @xperiences in public sectors, many
private sector outsiders are relatively young, kkilled and more geographically mobile
(migrating from the countryside to other areaskytsually find jobs in small-sized private
firms that demand for high flexibility but low laboost. Hence, the interests of private sector
outsiders are closely linked to the rise and fapprivate sectors. These private sector
outsiders are the “backup” work force for privatens whose production schedules are

unstable due to business cycle or external shockteei market. As sufferers of income and
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employment instability of private firms, privatecsar outsiders are interested in basic social
security benefits such as family allowance and ysleyment benefits which can reduce their
risks of falling into poverty. It is worth mentiarg that in some sense private sector outsiders
share similar social welfare preferences with thieape sector insiders especially those are
employed in small-sized private firms.

Table 3 summarizes the social welfare preferentdsese four socioeconomic groups.
Now the conflicts among these groups for sociafavelthat shape the processes of China’s

social welfare reforms become obvious. The follaywvill proceed along this line.

Table 3 about here

3.3 Social cleavages and its predicted impactsrbanusocial welfare reform

Based on the social welfare preferences of thedocioeconomic groups, three lines of
conflicts are discernible in urban China: labor ketiinsider-outsider conflict, status
conflicts within labor market outsiders and pulpitvate sectoral conflict within labor
market insiders. First, the insider-outsider canils the most prominent among the three
social cleavages on social welfare. Since China’seat social insurance programs (mainly
referring to pensions, health insurance, and uneynpént insurance) are employment-based,
the social insurance system inevitably stratifesol force by employment status. In addition,
China’s private insurance and financial investmmaatkets are still underdeveloped because
of the limited openness of these markets and ctisini set by the central government. As a
result, labor market outsiders do not have manyrarge options and thus have to rely on
private saving or family supports for living whdrey can not work due to sickness, disability

or aging.
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Second, conflicts within labor market outsiders @agpable too and at least parts of these
conflicts are caused by the policy design of theegoment. Labor market outsiders who
were laid off or retired from public sectors wereated by the government differently from
the outsiders of private sectors. China’s artifidi@ision between being “laid-off” and being
“unemployed” might be unique in the world. The pasp of this division, interpreted by
some scholars, is that the government tried todasocial panic and unrest by concealing the
real unemployment rate that had strikingly surgadesthe 1990s (Solinger, 2001). The cost
of doing this “for the sake of social stability”tisat millions of laid-off workers and early
retirees lost social security entitlement. Iroriiggbrotests and collective actions by these
laid-off workers and retirees who could not tolergbvernment’s unfair treatment towards
them has been one of the major threats to Chindfsadtarian regime since the 1990s. To
appease labor unrests, the government ended ugevitpensating these contentious
protesters by plenty of ad-hoc financial paymerfite 2001 the artificial division between
“laid-off” and “unemployed” was abolished gradualNonetheless, conflicts between public
sector outsiders and private sector outsiders daggsocial welfare policy will not disappear
completely in a short run. As the above sectiongmentioned, these two socioeconomic
groups differ on several aspects, just to namevademographic characters, skill levels,
household registration status, mobility, socialreetions, and political experiences. These
sociopolitical differences might continue to dividhese labor market outsiders and keep their
preferences for social welfare divergent in the$aeable future.

Third, public-private sectoral conflict within labmarket insiders has become more

significant as the private sectors have been raliing and growing rapidly since the 1990s.
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As the above has shown, public sectors are domindhbse heavy and strategic industries.
Public sectors not only differ from private sectwrsheir respective dominant industries but
also in structure of corporate organization andagament. For instance, enterprises in pubic
sectors still maintain Chinese Communist Party (Ci@Bnch in organization and the
secretaries of party branch are usually the matmsois-makers for the enterprises. It is
worth emphasizing here that trade union organinatet enterprise level in China most exist
in public sectors and they are directly “led” by tharty branch in enterprises. The party
branch of public sector enterprises is to minintezat least conciliate conflicts between labor
and management as well as between enterprisesoaedhgnent. The payroll-tax-based and
contributory social insurance is well implementad saupported in public sectors not only
because it caters to the interests of public sexiterprises but also because public sector
enterprises are less able and less willing totrgsigernment decrees. On the contrary, firms
in private sectors desire more autonomy in managerS@eme of them (those large-sized and
profitable private corporations) prefer rewardihgit employees by recruiting them into
generous private insurance programs such as fimaigrand some of them (the small-sized
and less profitable private firms) prefer redudigor costs by minimizing social benefits
payments. Neither of these two preferences of fwifiems is well met by the
payroll-tax-based and contributory social insurasgsiem. Therefore, unless China’s current
social insurance system incorporates the intecégigvate sectors in social welfare such as
capitalization of social insurance funds and praation of its management, the
public-private sector conflict will continue to bee of the largest obstacles to the expansion

of social insurance system in urban China.

20



Table 4 displays the three lines of social cleagsagesocial welfare among the four
socioeconomic groups. It is to be emphasized Heaséctor heterogeneity in China is very
high. Even within public sectors or private sect@spectively, firms dramatically vary on
several aspects: firm size, technology level, pabflity, regional business environment and
risks. | am not denying that other conflicts regagdsocial welfare can be significant too.
Nonetheless, the three aforementioned conflicslipeiblic-private sector conflict, labor
market insider-outsider conflict and employmentustaonflict) are more manifest in practice

and analytically useful to understand the polib€social welfare reform in urban China.

Table 4 about here

So far, | have examined the fragmented labor féitee four socioeconomic groups) in
urban China and their conflicting preferences tmial welfare. Then the question becomes
how the government accommodates those conflictiafgpences of different socioeconomic
groups in social welfare reforms. By breaking ddha social welfare reform policies into
three dimensions-- social insurance, privatizatiapitalization and targeting-- as done in
Section 1.2, it is not hard to find the answelhis fjluestion. Table 5 summarizes the reform
policies adopted by the government towards eathasie socioeconomic groups.
Specifically, the payroll-tax-based and contribytsocial insurance system was finally
established by the late 1990s at the expense thiatns of SOEs workers were kicked out
from public sector workforces, either by being taitior early retirement. Despite so, the
social insurance is still fragmented among regemd financially unsustainable with huge
deficits. In order to consolidate the social insigesystem, its coverage needs expansion.

The profitable firms in private sectors no doubtdrae the targets of this expansion. Private
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sectors accept the payroll-tax-based and contnipsiacial insurance as their second-best
choice only when the government compensates theoth&m dimension of social welfare
policy or in other policy areas (e.g. tax concasgi®he compensation for profitable private
firms contributing to the social insurance pooldudes capitalizing portion of the social
insurance funds and developing private insuransipglements. At the same time, the rapid
growth of the profitable private sectors can bdeast partially, attributed to a large number
of labor market outsiders as backup labor forces€houtsiders who stand in long lines at the
gate of private firms for jobs lower the labor costncumbent workers and thus increase the
competitiveness of Chinese firms in the world mamkderms of price. To secure the
“comparative advantage” of abundant and flexibbotaforce at the same time to maintain
labor quiescence, the social “safety net” — subesi allowance and unemployment benefits
— were initiated in the late 1990s and were rapmlmoted national-wide. To sum up,
multidimentionality of social welfare policy is they for the government to accommodate
the various preferences of socioeconomic groups ggpect to social welfare. However,
some questions remain unclear: what are the itistigithat help translate the preferences of
different socioeconomic groups into the social eedfpolicy; how the multidimensional
social welfare reforms are realized in practicee fiext section will shed light on these

guestions.

Table 5 about here

4. The Politics of Social Welfare Reform in Urbanh@ha

This section will examine how the government usésn social welfare reforms to

accommodate the social cleavages in the conte@hifese authoritarian institutions.
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Without much information about the policy-makingpess of Chinese governments | have
to focus on other evidences to analytically lin& greferences of socioeconomic groups to
social policy. These evidences include 1) the tgrohvarious social welfare reform policies;
2) policy-making institutions and incentives of ijpglmakers; 3) anecdotal evidences
collected from other scholars’ works about soc@iqy making in China. The nature of
Chinese social policy-making is basically non-deratic in the sense that it is usually not
through legislation in the congress but only bylserhtion among relevant government
agencies. The government, which is not generatgmbpular elections in China, makes the
policy decision at the central level and transrhitspolicy to its local subordinates for
implementation. Thus, many institutional factord wivolve in the preference-to-policy
translation in China, just to name a few, the @ddtrcal relations, the party-government
relations, bureaucrat evaluation system, and meernment fiscal relations. The space of
this paper does not allow me to elaborate how etiese institutional factors specifically
affects social policy making in China. But the as#éd of this section will try to take account
of these factors in explaining the processes oh€de social welfare reforms on the three

policy dimensions—social insurance, capitalizaoivatization and targeting.

4.1. Sectoral conflicts and social insurance iraarhina

The sectoral conflicts among labor market insidggesmanifest in two changes during
the social welfare reforms. The first change isdgbiblishment of a cross-sectoral social
insurance system. The second is the expansiorc $esurance coverage. In the former
process, the reluctance and resistance of privdl€@Es and large-sized SOEs to participate

in the social insurance were finally overcome lgyititervention of CCP authority and some
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tough central leaders. However, the second procssexpansion of social insurance is still
subject to many obstacles stemmed from the seatordlicts deeply embedded in Chinese
political economy.

COEs are very profitable since they monopolizepitoeluction and markets of strategic
industries such as petroleum, natural gas, teleagmuation, railway, and steel. In the early
1990s, many of them were permitted to form sectatgu social insurance for their
employees. There were eleven such sector-admiedsiesurances at the national level by
the late 1990s incorporating COEs in mining, nawfgs metals, railroads, petroleum,
banking, insurance and others (Frazier, 2010: 2Z8)-Employees in the sector-based social
insurance enjoyed higher benefits with lower cdmition rates. For instance, in Shanghai
such pensioners were entitled to pension incontedimged from 30 to 100 percent higher
than the average pension of retirees from othdoseliang and Lee 1999:13). Moreover,
these enterprises are politically powerful becabhsg management possess high bureaucratic
ranking. Many of these enterprises locating in sardestrial cities possess vice-ministry or
even ministry ranks that are much higher than ties@f municipal officials. The
bureaucratic ranks of these prestige enterprisesgh was the legacy of command economy
in the socialist time, still privilege them fromclal authority. The rank issues were quite
averse to the establishment of the contributoryands-sectoral social insurance at the
beginning of social welfare reform. There is annlinating example in Frazier’s work
(Fazier, 2010: 111-112). Panzhihua Steel (Pangaray)e of China’s largest steel mills
located in the Panzhihua city of Sichuan Provifdany of the city’s party secretaries and

mayors are former directors or senior party offget Pangang that itself enjoys a

24



vice-ministerial ranking. With a workforce numbegih00,000 and very few retirees owing to
a relatively short history, Pangang and its dinectoe reluctant to remit pension and other
social insurance funds to the Sichuan provincialegoment’s Labor and Social Security
Department (LSS). By 1998-1999, Pangang had acaietubver 300 million RMB in

arrears on its social insurance payments. WhehltBeofficials went to Pangang to
investigate and negotiate the back payment, thé beRangang declined to meet them
because of the latter’s low bureaucratic ranks. 0% officials ultimately appealed to their
administrative superiors in Beijing at the MinistrfyLabor and Social Security (MoLSS).
However, the head of Pangang still refused to payharge owned when the vice-director of
the Social Security Bureau of MOLSS was dispatdbdéiangang. His excuse was that
Pangang had contributed a lot to the society aadjtivernment by distributing credits to so
many other firms in China, “the State Council owihéd money”. It was not until the
following year, when the Pangang Communist Partyn@dttee received an order from the
China’s Communist Party (CCP)’s Central Committeat Pangang managers were finally
persuaded to comply with social insurance payment.

Local SOEs at provincial or municipal levels haseér bureaucratic ranks but they also
enjoy close ties with government agencies and lngrass. They usually seek protection
from the National Development and Reform Commisg¢MDRC, fagaiwe) at the provincial
or municipal levels, whose officials often represte interests of public sector enterprises in
deliberations and disputes over share issuancpoiaie reorganizations, bankruptcy
proceedings, and taxation and social insuranceaahs. Due to the longer and closer

relations between public sector enterprises wighgibvernment, which private firms can not
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compete for, interests of public sectors are viggly to be over-represented in central
policy-making.

Chinese government’s policy-making has been chariaed as “fragmented
authoritarianism” by many scholars (Liebenthal &k$enberg, 1988; Shirk, 1993; White,
1993) for two reasons. First, policy-making prodssspaque in China compared to
democratic countries. Most policies are made bygtheernment in forms of State Council
decrees, ministry regulations or government not&es conference documents. Second,
political actors within the central state involvadoolicy-making are limited but fragmented.
Generally speaking, decision makers include the ebtes of top leadership who usually
publicly announce or support new policy initiativeeme general coordinating commissions
such as the NDRC (usually its subordinate ad hatnaigsions or research institutes) and
depending on policy areas, some line ministriethefState Council with their research
centers. These individuals and bureaucratic agemeaee their own interests and
organizational missions that implicitly relatedtieir different “constituents” whose interests
they strive to defend in the policy-making proc@issebenthal and Oksenberg, 1988; Shirk,
1993; White, 1993). For example, the current Miyisf Human Resource and Social
Security (MoHRSS) used to be the Ministry of Labod Personnel before the reform began
and the Ministry of Labor and Social Security dgrthe reform era. It has been in charge of
labor and social insurance affaires for public @ecfor a long time. This Ministry tends to
defend the interests of those enterprises, maoshom are COEs and large sized SOEs
(World Bank, 1997). In contrast, the Ministry of &l whose responsibilities include, via

subordinate health bureaus in the localities, miagagealth service providers, tends to
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defend providers’ income (Duchett, 2003) and this the advocator of the measures
permitting private practice and raising treatmeeisf (Pearson, 1995). The Ministry of
Finance is the bureaucratic agency responsibledi@ancing central government revenues
and expenditures (Liebenthal and Oksenberg, 1%38)often portrayed as fiscally
conservative and “chief defender of the state” sggto minimize excessive budgetary
commitments and avoid deficits (Shirk, 1993: 96PRL (the National Development and
Reform Commission)—the major decision maker in @sepolitical economic
reforms—were usually found to stand for SOEs ingyaeinaking. In fact, protecting SOEs
from increasing market competition by lighteningittburdens of social welfare provisions
was the original intention and has always been jamgaal of China’s social welfare reform.
This is exemplified by the government’s effortseegiablished a social insurance system and
incorporate the profitable COEs into it in ordeiriorease inter-sector and inter-firm
redistribution.

In 1998 when the tide of SOEs privatization wamgsthe fragmented social insurance
system that was established in the early 1990shwige deficits, by no means could shoulder
burden of welfare provisions for more laid-off werk and early retirees. Therefore in the
same year, the State Council ordered to transéeeléven sector-based social insurances to
provincial government pools in order to enlargerdgistribution pools of social insurance
and deal with more labor dislocation brought abmuprivatization. The transfer process was
extremely difficult given the prerogatives and stences of the privileged sectors. These
sectors that faced the potential of social benbéiag cut back after transfer

opportunistically exploited their last pension fenbt only by generating the “wave of early
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retirement” but also by raising pension benefitewen higher levels (Zhao and Xu, 2000:7).
In the first eight months of 1998 when the due ddteansfer is SeptembetInearly

800,000 retirees of dubious qualifications were atbinto pension registries (Frazier,
2010:128). An estimated 55 % of these early retisgere in their 40s and even 30s (Jiang
and Lee, 1999: 11). Given the huge deficits inrthminicipal social insurances, provinces
were reluctant to receive another large numberokners from the sectors who had been
used to enjoying social benefits above local awesatn order to compensate those provinces
that suffered from the transfer, the central gorent agreed to subsidize them for the
sudden increase of social insurance beneficiarestvad before drawn benefits from their
sector pools. For example, the center agreed nsfen400 million RMB in subsidies to
Sichuan province to make up the deficit betweersipencollections and payouts in 2000.
Even so, the Sichuan Labor and Social Security eyt (LSS) leaders still expressed
some reluctance to sign on to the agreement aéfearThe then-Premier Zhu Rongji used
his characteristic bluster and ordered the LSSeesaib sign (Frazier, 2010: 128) The
National Ministry of Finance also raised the mastal opposition within the government to
these transfers and is increasingly anxious abawing to fund China’s pensioners with
central government budgets.

After the personal intervention of Premier Zhu Rjgrige sector-based social insurance
pools were finally merged to provincial governmeranagement and placed under
provincial-level LSS departments. In addition, aftéensive negotiation between local
authorities and the privileging COEs and SOEs, nwriiese enterprises that would have

once enjoyed the protection of provincial and ewational governments grudgingly handed
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over pension contributions tounicipalpools (Frazier, 2010:128). The “bargaining” betwee
those privileging enterprises and local authoriteggarding social insurance contributions
often resulted in stalemate that could not be wegbfor a long time until CCP central
authority stepped in. In Shanghai, the municipalegpment once clashed with the managers
at Baoshan SteeBaogang, one of the largest SOEs in the region, becaws®agers at
Baogang were reluctant to turn over their 2 millRiIB in annual pension contribution to
the Shanghai municipal government. As in the cass®angang mentioned above, CCP
intervention was indispensable in solving the sattwonflicts on social insurance payment.
The leaders of the Shanghai Municipal Party Conamitirder the leaders of Baogang’s
enterprise party committee to comply (Frazier, 2AX5).

However, the one-time fiscal subsidy from the cargovernment and the political
pressure either from the top political leadersromf CCP authority can not completely
eliminate the sectoral conflicts embedded in th@adansurance system. Actually It is
politically danger to lower those COEs’s and SCiegial benefits to a substantial extend
since they are the major tax contributors todémetral stateand many officials and their
families are stakeholders of those privileging gorises. For exchange of their participation
in the social insurance system, the governmentke®peasing the benefit level of social
insurance. For example, even though the numbestioées national-wide grew from 34.4
million to 37.7 million (less than 10%), the regattannual per capita pension distribution
has risen by more than 15% between 1998 and 206@i€F, 2004b: 58). Then the question
becomes where the money comes from to supporhtnedsing social benefits. The first

source is the central government who, though umgil, keeps injecting fiscal resources
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into the social insurance funds. The second asasdthe most controversial source is
mandatory individual accounts for social insurar@@eina’s pension and health insurance are
designed to be financed by both social insuranodfand mandatory individual accounts. It
is said that local governments have already empiiednotional” individual accumulated
accounts of current workers to cover the pensi@htealth care distributions for current
claimants (Frazier, 2010: 13). The third sourctéscontributions from profitable firms in
private sectors. In order to increase insurancéribortions the government eagerly and
strategically extends social insurance coverageit@te sectors whose preferences for social
welfare lie on privatization of social insurance.

Some scholars state that China’s social insuraspecially pension and health insurance
is in deficit by any measure (Frazier, 2010; DutH08). In the constraints of fiscal
austerity, social welfare reform is not a win-wiange but has to be a zero-sum one
(Hauserman, 2007). Given the striking sectoral loeisfin the China’s social insurance
system, political exchange is indispensable in mtomy reforms. The government’s strategy
is to selectively incorporate private sectors ihi@ social insurance system as potential
contributors; in exchange, the government gradwalpjitalizes portion of the insurance
funds and encourages developing private insurasise@plement to social insurance. It has
been seen that many local governments devisedugam@asures to collect social insurance
revenues from private sectors particularly theipabfe foreign-owned and private-owned
firms. For example, Shanghai labor authorities rett@ned broad pension coverage rates by
Chinese standards. They have done so by essertlialying different sectors of the labor

market to contribute at different rates (Frazi@l @ 116). Moreover, thanks to the vast
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volume of Foreign Direct Investment (FDI) and ptevenvestment in China’s eastern and
southern regions, governments in these regions sizaaessfully increased financial
revenues for social insurance contributions inmegears. Frazier found that the presence of
FDI and job creation in Dalian, a coastal city iadning Province, presents local officials
with a lucrative resource for financing pensionsey have expanded coverage and amassed
a large sum of supplementary pension funds, whighioformant estimated at 300 to 400
billion RMB (Frazier, 2010: 109).

However, private sectors especially those proféadsivate-owned and foreign-owned
firms that the government attempts to incorponate social insurance also have larger
bargaining power to resist social insurance coutidns. When persuading these firms to
participate in social insurance, the governmentlicrify or explicitly promises to capitalize
part of the insurance funds and encourages devejgpivate insurance for supplement. In
2000 the central government established the Ndt®oeal Security Fund (NSSF). As of
2005, it had about 180 billion RMB, and the assedee invested by 10 fund management
companies that acted as trustees on the boar@ dfdational Council of the Social Security
Fund (Frazier, 2010: 64). Moreover, it was repottet in 2002 there were 29 life insurance
companies and 8 property insurance companies pngvayer 300 health insurance products
in China. Most of them are for serious diseasesma@dical expense insurances which are
supplementary to the basic social health insuréf@e). In 2004, the Chinese government
issued regulations to provide a legal frameworkviuntary corporate pension plans known
as enterprise annuitgife nianjing, the so-called “second pillar of China’s penssystem”

(Wu, 2005). In 2009, Fujian province in the Sou#tégzhina announced that by May 2009,
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4,695 enterprises in its jurisdiction have esthigltsenterprises annuities covering 250.1
thousand employees (Yang, 2009). In addition terpnise annuities, a handful of insurance
companies are allowed to offer pension insuranoéracts, which account for approximately
47% of enterprises’ supplementary pension plar@hima (Wu, 2005). Even so, many private
sectors/firms still seek to avoid social insuraocetributions and bargain with local
government over reduced social insurance paymextsezluced workforce coverage
because under China’s fragmented authoritariarcypohiaking structure, the provision of
social insurance benefits will continue to be skaweepublic sectors.
4.2 Employment status conflicts and social secumityrban China

As many SOEs were privatized, re-organized, shwindor converted to shareholding
entities in the late 1990s, Chinese economy unddravenassive labor force reduction.
Official employment data shows that SOE employnperatked at about 109.5 million
employees in 1995 before falling to 69.2 milliorita¢ end of 2002 (Frazier, 2006:1). The
number of workers employed by SOEs in the sectbmsamufacturing, mining and utilities
fell from 44.0 million in 1995 to 15.5 million irate 2002, a 65% decline (SSB and MoLSS,
2003: 23). SOEs shed 40.3 million jobs between E#52002, while non-SOEs including
government and service sectors increased theirfaraek by 16.8 million (Frazier, 2006: 1).
Based on a survey of five cities and using inteomal definitions of unemployment, some
scholars found that unemployment rate among urésidents increased from 6.1% in
January 1996 to 11.1 % in September 2002 (Gilek &a Zhang, 2005). Other scholars put
the real unemployment rate at 11.6% in 1999 ansP4in 2002 (Xue and Zhong, 2006). As

for pension, the rapid decline in SOEs workersthased millions of workers from
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contributors into pensioners. In Liaoning Provinte,example, the number of pensioners
rose from 646 thousand in 1989 to 3.15 million @2 (Frazier, 2010: 107).

During this period many workers lost their jobdeitby being laid-off or by being early
retired when their enterprises were reorganizeutigatized. Most of these workers were the
SOE employees who are already in their 50s or alidespite enjoying the life-time
employment and secure social benefits in the getiabrk units three decades ago, they
suffered low wages and low consumption compardbegounger generation. Pensions or
living allowance after retirement are deemed byrtlas a “symbolic recognition by the state
and firms of the former employee’s years of devaeice” (Hurst and O’Brien, 2002: 350).
They are outraged when realizing that their enisegrwere actually unable to provide them
pensions after retirement as promised in the “Rase Bowl” system. The laid-off workers
were officially treated differently from the “noriiy unemployed persons. This artificial
distinction rendered hundreds of thousands of ¢diidvorkers in public sectors unqualified
for unemployment insurance benefits. Also, it aeeade jure“status” cleavage between
these two groups though they both belong to themuod “labor-market outsiders”. Scholars
have found that those SOEs retirees and laid-ofkers are the most contentious among
labor-market outsiders in urban China (Hurst anBr@n, 2002; Frazier, 2004a). Compared
to the unemployed persons in private sectors, Sal&®ff workers and retirees are
relatively old at ages without much concern abautify burdens and reputation in future job
market; they had experiences of political partiignain the Mao’s time; and they are
nostalgic because they believe that the “Iron Bic@/l” system would not leave them

standing on their own feet after retirement. Inettzof cities since the early 1990s, these
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“China’s contentious pensioners” have engagedategts over unpaid benefits, over unfair
remuneration in the distribution of severance payfbankrupt firms, and other causes
(Hurst and O’Brien, 2002).

The grievances of SOEs laid-off workers and resitegve led to several episodes of
protests and posed serious threats to the Chinglsergarian regime that was highly
sensitive to social unrest. In China, the policyking realm is opaque, carried out among the
elites mainly within the CCP. The CCP’s legitimatgriving from the revolutions has
gradually died away and became to rest upon aléragse of bringing improvements to the
economic well-being of the people. Although thdestaas succeeded in this aspect by market
liberalization, there are still many restrictiorfgjot more, on political participation and
political organizations. Labor unrest is politigatlangerous for the Chinese regime
particularly in the late 1990s when Asian econonag\w crisis and the domestic economy
was undergoing painful SOEs privatization reformocidl order is one of a few veto points
(the other two are economic growth and family plaghin Chinese bureaucrats elevation
system, by which officials who fail in securing sdarder in their jurisdictions will fail in
promotion and even the whole career life in goveanimo matter how well they perform in
other policy areas (Whiting, 2001). Labor issueimythis period was the Achilles’ heel of
China’s social stability. For this reason, locdlaéls who by design would become the
immediate victims of labor unrest were very cawiand serious in implementing social
welfare reforms. Section 3.1 has demonstrated hevgovernments took efforts to
consolidate the payroll-tax-based and contribusmgial insurance for labor market insiders.

Besides that, since the late 1990s the governnanatiopted various measures targeting
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labor-market outsiders particularly the contenti8@ESs retirees and laid-off workers to
prevent social unrest. The remainder of this seatidl focus on three of these measures--
“socialization” of social security distributionsgganding unemployment insurance coverage
and establishment of the social safety net.

Before market economy reforms, most SOEs in Chathithe common problem of labor
redundancy due to the low efficiency of commandeocoy and political campaigns in the
Mao’s time’ During the market economy reform, these enterpiiiséeavy debts faced the
dilemma: on the one hand, they had no choice hud@wn employee size for cost reduction;
on the other hand, in order to do so they needaya amount of cash for severance fees or
lump-sum pensions. A few of these enterprises able to raise money by privatization,
leasing or selling out property to get ride of thlemma; many others just sat and waited for
government’s rescue. As a result, most of the 8temillion retirees along with another 20
million laid-off workers found themselves withoacbmes because their enterprises and
local governments both tried to place responsjbdftpensions and subsistence allowance on
the other party. It was the ad-hoc financial sulesidrom the central government that
temporarily appeased these dislocated workerseitatie 1990s. Official data from 1999
shows that the “rust belt” provinces (Liaoning, ldagjiang, and Jilin) in northeast China
where pensioner protests have been especially pemireceived a disproportionate share
of central government social security subsidiegemithe portion of SOE retirees in these

provinces. These provinces reported increases%ftd128% in per capita pension benefits

" During the “Culture Revolution” in the 1960s-1970g0 Zedong agitated millions of urban young stuslewirkers
moving to the rural areas for “re-education by pe&y”. Since the 1970s especially after Deng Xiaggame to power in
the late 1970s, most of these people who wereein thiddle-age have come back to the cities. By guwent’s preferential
policy, many of them were employed by SOEs with s@xceptions.
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between 1998 and 2000 (Frazier 2004b: 60). Ingéigod, central fiscal spending on social
security including pensions, laid-off workers allmwee and urban poverty relief increased
more than five-fold, and it was set to rise by &eot28% in 2002 (Renmin Ribao, March 7,
2002). It is clear to the central government thratgsts would be endless unless the gray area
between enterprises and local governments abqubmsibilities of pensions and severance
payments is eliminated. This consideration gave tosthe “socialization” of social security
distribution in the late 1990s.

In 1999 and 2000, the center government ordkreal government® implement the
“two guarantees” policy: laid-off workers receivibgsic living allowances and retirees
receiving their pensions in full and on time. Bistbrder, the responsibility of distributing
social security benefits has been transferred fioms to local governments. Frazier claims
that this administrative change had a sudden angézhing effect on China’s social security
system (Frazier, 2010). Enterprises, whose fatldistribute pensions was a proximate
cause of the pension protests in the past deceslapa freed from troubles while local
governments are placed under the enormous pregskeresterprises used to burden (Frazier,
2010: 79). Like the social order as the veto pwmiriiureaucracy evaluation system, the “two
guarantees” policy forces the municipal officiadsactively target the needy and distribute
social benefits to them on time and in full fordalguiescence and ultimately for their own
political careers. Thus, the gray area in socialisty distribution was finally cleared.

As the above has mentioned, laid-off workers inligugectors were ineligible for
unemployment insurance benefits since they weltecstisidered as “employed” by the

government. In 2001, the re-employment serviceazenh SOESs or industrial cities that were
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established to manage laid-off workers affairs araihtain the nominal employment
relations with them were eliminated. Since thed-laif workers have been put under the
social unemployment insurance pools. This is astolee to eliminate the descriptions
against laid-off workers for unemployment insurabeeefits, though whether the finance of
unemployment benefits for laid-off workers is ditfat from the one for “normally”
unemployed person is not clear yet. Besides ingatpm SOE laid-off workers, the
unemployment insurance coverage was extended beybid sectors and made mandatory
for all urban employers and their employees acogrth the 199%Wational Unemployment
Insurance RegulationSince 2005, migrant workers, after a period opllyment, are also
entitled to the same re-employment services osdnee terms as those provided to their
urban counterparts (Duchett and Hussain, 2008:h8.dramatic extension of urban
unemployment insurance coverage (at least in gratcis a response not only to the status
conflicts between laid-off workers in public sed@nd the “ordinarily” unemployed persons
in private sectors but also partially to the insidatsider conflicts because around 20% of the
unemployment insurance funds are used to pay femgloyment training and job
introduction services for labor market outsidens1999 the same year as the unemployment
insurance coverage was enlarged,Rlegulations of Minimum Living Allowance for Urban
Residencewas promulgated. It aims to provide a safety aetdbor-market outsiders with
subsistence allowance, whose income falls benbatlotal minimum living line. Started

from Shanghai and Tianjin in the 1990s, this saffetyfor the poorest begun to extend to

national-wide.

5. Concluding Remarks and Plans for Further Reselrc
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The Chinese social welfare reforms since the 1689e been characterized as
fragmented and incremental. Social welfare systiten the reforms is neither liberal as in
Anglo-Saxon countries nor universal as in Nordiardaes. Without examining the
micro-foundation of social policy, the trajectorfy@hinese social welfare reform process
seems quite puzzling: on the one hand, it estaddishpayroll-tax-based and contributory
social insurance system which is to privilege aratqrt particular sectors especially state
sectors; on the other hand, it substantially exde¢hd social benefits to some other sectors
and lower classes. This paper attempts to explhina® multidimentional social welfare
reforms. First, this paper argues that the cleavagesocial welfare policy in urban China
take place along two lines of conflicts: publicyatie sector conflict and labor market
insider-outsider conflict among the four socioeaomogroups (public sector insiders, public
sector outsiders, private sector insiders and fisactor outsiders). Second, this paper
explores how the government used social welfa@mes to accommodate these social
cleavages during the reform era.

The four socioeconomic groups in China have distimeferences for social welfare
policy: public sector insiders are te@atus quasupporters enjoying quite generous social
benefits drawn from the contributory and payrok-teased social insurance pools; private
sector insiders pursue autonomy in social bengfasision so they prefer private and
capitalized insurance; public sector outsiderglagegeneration who lost the most in reforms
and they demand for fair compensation for theisdss private sector outsiders are the
backup labor force for China’s rapid economy groeuid they support minimum yet

universal social benefits. Given these diversecamilicting preferences on social welfare,
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China’s social welfare reforms operate as politeeathanges among these different
socioeconomic groups. Along the public-private geconflict line, the payroll-tax-based and
contributory social insurance which is devisedtfa interests of public sectors is
strategically extended to private sectors with cengation from capitalizing and privatizing
some of the insurance programs. In line with tisgdier-outsider conflicts, since the
employment-based social insurance basically exslist®r market outsiders, they are
compensated by a newly established social saféfgroeiding minimum living allowance
and unemployment benefits. What are the politibainnels that the social cleavages shape
the policy outputs of social welfare reforms is ba@dest part in analysis of this paper.
Without much information about the Chinese govemirselecision-making process, my
analytical strategy in this paper is to examinegroeesses of social welfare reforms and the
incentives of political actors (political leadersdebureaucrats) involved in the social
policy-making and implementation to see how wetythespond to the conflicts among the
socioeconomic groups. The conclusion so far istti@process of China’s social welfare
reform fits quite well the two lines of social cbafs: the public-private sector conflict and
the labor market insider-outsider conflict. In atherds, the politics behind the social
welfare reform in urban China can be considerethtpglace along these two lines of social
cleavages.

Is the conclusion of this paper robust? What laeegpossibly alternative explanations?
Can this conclusion travel to other countries withilar socioeconomic situations as China?
Will the social preference configuration be changgdhe multidimensional social welfare

reforms after the late 1990s? What are the impdinatof current reform policies for further
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reforms? This paper might raise more questions itiaas solved. In the further study of this
project, | will make efforts on two main aspectheTirst is to further explore social welfare
preferences and the variation of social benefitadividual level. As Section 2.1 has
admitted, pubic-private sector conflict and insidatsider conflict are only two of the
various conflicts embedded in Chinese politicalreroy and they are not necessarily the
most salient ones in all time periods and regidhg. most effective way to detect social
cleavages is to make social surveys to collecviddal-level data. Survey data is also
helpful to detect the variation of social policynledits in the society. In this paper, | used
three policy dimensions to categorize the compidaocial welfare policies—insurance,
capitalization and targeting. The next step isgare out how to quantitatively measure the
mix of these three dimensions in order to bettptw® the variation of social policy outputs
across regions and sectors. Based on the abowsanamployees working in private
sectors are expected to have more social benefiting from private/capitalized insurance
programs (e.g. private annuities, commercial inscea) while those employed by public
sectors such as large sized SOEs are expecteddioed more social benefits from the social
insurance programs (pensions, health care and wjnly insurance etc.). By comparing
data from Chinese Household Income Project condunt&988 and 2002, Qin Gao has
found that those employed at private enterprisesived less social benefits than those
employed at public institutions or enterprises 988, driven by less employer-provided
housing benefits and food assistance, but theywegtenore total social benefits in 2002,
mainly from health benefits (which were based dfi@mtribution) and cash transfers (Gao,

2005: 91). In this sense, survey data is indisgeada capture the variation of social benefits
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received by individuals (e.g. the percentagestal ttousehold income coming from pension,
basic health insurance, company annuity, privagdtihénsurance, unemployment benefits,
and subsistence allowance respectively) and th@&ehe variation correlates with
individuals’ characteristics such as their emplogtreectors, residence regions and
employment status.

Second, the political channels through which Chersescial welfare preferences are
translated into social policy deserve more resegrthe future. To be honest, this part is
underspecified in this paper so the analyticalitigkoetween socioeconomic preferences for
social benefits with social welfare policy is weakd ad hoc in explanation. It has been
shown in the existing literature that socioeconogmaups have distinct channels to influence
political decisions. The influences of labor mar&etsiders on social policy are less
institutionalized than of labor market insiderseTusual ways adopted by the former are
street protests, public demonstrations, and pesitiMoreover, the appeals in these collective
actions taken by labor market outsiders differ asmgectors and regions. For example,
Ching-Kwan Lee has classified Chinese labor’s @tstento two categories: protest of
desperation common in the rustbelt regions (nosth€aina) for subsistence needs such as
severance fees and pensions and protests agaosihdination common in the sunbelt
regions (southeast China) for faire wage and sbeaéfits (Lee, 2008). In contrast, the
political impacts of labor market insiders espdgitiie large sized SOEs and large-sized
private firms are less contentious yet more coraptid. These sectors are not the most
threatening to the regime; instead, they are lsypporters of CCP (Pearson, 1998; Dickson,

2003; Tsai, 2007) and continuously receive prefiaiepolicy from the state. Why?
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Obviously, the mechanism that these privileging@sanfluence policy-making is different
from the one of contentious protesters. In futesearch, | would explore two lines of
literature to draw testable hypotheses: literaflreut “state capture” and authoritarian
policy-making process and literature about contergtipolitics by the “disenfranchised” in
non-democracies.

To put all in a nutshell, this paper is a beginnifgny study about the politics of
Chinese social welfare reforms. Ultimately, effatsng this line will help illuminate ways in

which the Chinese political economic reforms cawgpess in the 21st century.
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Appendix: Tables

Table 1 Summaries of China’s Social Welfare RefbgniPolicy Dimension since the 1980s

Program Pension Health Unemployment Insurance
Dimensio Insurance
® Mid-1980s, experiment of ® In the 1980s, experiments of ® In 1986, employer-based
pooling pension funds at city “co-payment” and unemployment insurance
level; “risk-pooling” in some cities; was established in some
In 1991, formalization of the | ® In 1994, compulsory social SOEs;
payroll-tax-based pension in health insurance combined | ® In 1994, the
the forms of social pools plus with individual premium payroll-tax-based and
individual retirement account contribution was contributory
Insurance . . .
experimented in about 60 unemployment insurance
cities; was established in public
® In 1998, formalization of the sector;
urban employee basic health® In 1999, the
insurance system. unemployment insurance
was extended to private
sector;
In 2000, NSSF was ® After 1998, private health
established; insurance was encouraged to

Capitalization

In 2004, enterprise annuity
was promoted by the
government;

develop and pay the medica
costs above the upper limit ¢
the basic health insurance.

43



Targeting

® After 2000, responsibility of
distributing pensions was
transferred from firms to loca
government agencies.

® Between 1998 and 2001,

laid-off workers could

participate in the basic healt
insurance during the periodg

of registration with the
re-employment center.

=

>

After 1999,
unemployment funds
could be used to
subsidize its recipients’
medical treatment.

In 2001, SOEs laid-off
workers were entitled to
unemployment
insurance;

In 1999, minimum living
allowance was
established.
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Table 2 Socioeconomic groups by sector and emplaystatus

Insiders Outsiders

COEs yangq), (early) retirees,
Public SOEs, laid-off workers
Sectors Collective-owned firms

Foreign-owned firms, the self-employed,

Joint ventures, the unemployed,
Private Private-owned firms Atypical employees
Sectors (dispatching labd

probationary employees,
non-contracted workers
etc.)

Table 3 Social welfare preferences of the four@@mbnomic groups

Insiders Outsiders
. Status quo Egalitarian social
Public , «
(payroll-tax-based and benefits and the “Iron
Sectors . . . R
contributory insurance) Rice Bowl
Private Capitalized and private Universal social benefits
Sectors insurance

8 Dispatching labor refers to those workers who #@patched by services agencies to particular fions

temporary work. These workers don’t have employmelattion with the firms they are working at buttwthe

agencies that dispatch them. Usually, the firmsheeive dispatching labor will pay salaries dieto the

workers but will not enroll them in social insuranar other social benefits programs.
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Table 4 Social cleavages on social welfare policy

Insiders Outsiders
Insider--outsider conflicts
Public
Sectors
Sectoral Status
Private Conflicts Conflicts
Sectors -2001)

Insider--outsider conflicts

Table 5 Social welfare reform strategies towarahemcioeconomic group

Insiders Outsiders
Public payrqll-tax-baseq and ad-h(?c financial
Sectors .contrlbutory social subsides arld
insurance (status quo) compensation measures
status quo with the subsistence allowance
Private supplements of private and unemployment
Sectors and capitalized benefits
insurances
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