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Abstract

In the recent discussion about the impact of economic globalization upon the welfare regime among comparative political economy scientists, the ‘Varieties of Capitalism’ (VOC) approach has aroused much attention and provoked many debates. Contrary to the viewpoints of globalization enthusiasts, this approach argues that the state still enjoys some policy autonomy to initiate necessary reforms to confront the challenge of economic globalization and international competition. This autonomy explains why there results in different policy output and outcome in different countries given they are located in the similar position of the world market. VOC approach argues that this policy autonomy is structured and has been made possible through the different institutional embeddeness (financial institution, industrial relation and social protection systems). This approach analyzed the institutional complementarities from the perspective of production regimes. Certain production regimes enable some actors to be facilitated with better policy learning capacity and incentive to cooperate and initiate some reform programs together, whereas some induce the actors to take confrontation strategies and block the necessary restructuring reform to copy with the economic globalization. This paper aims to compare labor and social policy reform of a rising giant economy: China. This study makes it possible to test to what extend the thesis of ‘Varieties of Capitalism’ approach could be applied to East-Asia cases. Finally, this approach allows us to depict the blueprint of East-Asian welfare capitalism and to explore the possible linkages between social protection system and other economic institutions.

Particularly, this paper aims to approach the social protection dimension of China’s state-owned enterprises (SOEs) reform. Facing the fierce challenges of entering the WTO and the rise of domestic private enterprises sector, the traditional monopoly status of the SOEs in the closed economy has been eroded since 1978 and demands a profound structural reform. The PRC initiates some reform options for the SOEs including: bankruptcy, merger, auditing and sales, ‘corporatization’. This research concentrates on the linkage of social protection reform and the SOEs reform. This topic is deeply related with the establishment of a liberal mobilized labor market, which functions as a successful prerequisite of China’s transition to liberal market economy. In additional to this economic consideration, the political costs result from the reconstruction of SOEs should also be analyzed. The social protection systems have been set out to tackle the mass unemployment and inequality problems arising from reconstructing the SOEs. This case study aims to evaluate the policy effects of the established social protection systems to the structural reform of SOEs. The implementation problems will also be analyzed.
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Introduction

The brilliant economic performance of China after the reform era has caught the wide attention from the world. However, behind the shining economic record there is hidden the shadow of the economic reform: the inefficiency of the state-owned enterprises (SOEs). This sector had once played critical roles in the earlier industrialization of China under the Chinese Communist Party (CCP) domination. Inspired by the Soviet model of rapid modernization, the SOE had occupied with the commanding height in the central planning state-socialist economic system and accounted for the largest amount of industrial output. With the opening of domestic market and market-oriented reforming strategy pushed by the CCP after 1978, the monopoly status and the role of possessing the commanding height of the SOE have been severely challenged by the uprising private sector. For lifting the productivity and competitiveness of SOE, some reforming measurements have been approved and adopted by the CCP since 80’s. The reform aims to transform the SOE as a modern enterprise. The property right of the SOE has been well entrenched and the incentive for the profit-maximization for the managers has been highlighted. In spite of its success in drastically improving the economy of private sector, the reform of SOE system has been confronted with lots of difficulties.
The decisive reform measurements could be the redefinition of the relation between workers and the enterprises. Before the reform, the SOEs had been designed and expected to conduct the dubious social functions in the socialist regime: full employment and social protection. With the traditional parochial attachment to the collectivity, the SOEs had been affiliated with a socially patriarchy organization. The political loyalty of the worker to the newly established CCP could be successfully secured on the one hand, while it also resulted in the negative consequence for the free mobilization of the workers and a rigid labor market. The workers enjoyed the life-long employment relation with the enterprise and also contributed his (and her) life to the collectivity. In this collective work (and life) unit, the normal life needs had been well satisfied. In some cases, this relation could even be heritable to their children. Thus, the workers were deeply attached to the SOE as a collective unit, affectionary and materialistic. 

The SOEs were affordable to the redundant workforce and generous welfare benefits due to the monopoly status in the commanding economy. In the transition to the quasi-market system, the socialist redistributive system has decreased in its industrial output and economic weight and has to face the fierce competition from the private undertakings (Nee, 1989). As analyzed, the traditional relational between workers and their enterprises has been regarded as unproductive and run against the organizational principle of modern enterprises. The worker, as the reform project appeals, should be a free labor and the relation with the enterprise on a contractian base. The enterprises should be allowed to go bankruptcy while in bad shape and in loss-making. The ‘soft budget constraint’ for the SOE will only bring the distorted price mechanism for the whole market and thus the misallocation of the resources. 

Under this reforming strategy, the SOEs have been reconstructed through many measures: joint venture, merger, reorganization, internal organization and incorporation. For improving the operational productivity and the conditions of profit-making for the SOE, the industrial relation has been transformed into a relation based on labor contract. Furthermore, the massive lay-off of the redundant workers is also regarded as necessary measure. Apparently observed, these are quite normal in a capitalist economic system. The problem is, China initiates to solve the structural problem through a ‘big-bang’ style in the employment relation in SOE. The restructuring measurements based on contractian relation and the massive waves of laying-off redundant workers has challenged the governing state capacity for balancing between market opening and social equity. The reform of SOEs also signifies a new benchmark for the making of a labor market based on ‘free’ labor mobilization, at least in the urban China. The analysis of this case allows us to deepen our understanding of the special form of Chinese capitalism because it implies a new redefinition between workers and the enterprises. In the following analysis, we’ll see how the Chinese workers have been detached with the economic/social organizational unit through the labor and welfare reform targeted to the SOE. Compared with the East-European case, the implication of reforming SOE for the special variety of Chinese capitalism will also be scrutinized. 

This paper is based on an extensive documentary study and a series of interviews with state officials and social policy experts in China. The paper presents an overview of SOE occupational welfare provisions and labor protection in the pre-reform era, and then examines the reform of SOE system in China since the early 1980s. It then discusses the problems that have hindered the achievement of the dual purposes of enhancing the efficiency and reducing potential social unrest resulted from the reconstruction. It is argued that with the reproduction of inequalities according to differential citizen and employee status, and an increasing massive lay-off workers wave, to implement a more sustainable and yet competitive SOE reform is nothing but a difficult political task.
The Globalization of the Chinese Economy

The economic performance of China after the reform era has impressed the world deeply. Table one shows the enormous yearly increase of GDP per capital between 1990-2004. The average increase estimates above 8% and is expected to keep the growth pace continuely. The rapid growth has attracted the foreign direct investment from the world, mainly the overseas Chinese. As regards the inward FDI, China accounted for nearly 10% of total world FDI and surpassed the U.S.A as the largest FDI inward country in 2002. From 1979 to the mid-2003, China has almost absorbed a total of 527.43 billions U.S. Dollars, equivalent to about 40 percent of its gross domestic production (GDP) in 2002. It is 12.51% more than the previous year. It is estimated that the net inward FDI has amounted to $3,347 billions between 1990-2001. It has been 16.3% of the gross fixed capital formation from 1991-1995 (UNCTAD, 1997: Table B5, p334). Most of the FDI comes mainly from the other Chinese communities like Hong Kong, Taiwan and Singapore.

Table One: The Average GDP Growth Rate of China (1990-2004)

	Year
	1990
	1991
	1992
	1993
	1994
	1995
	1996
	1997

	Annual Average Growth Rate (％)
	3.8
	9.3
	14.2
	13.5
	12.7
	10.5
	9.7
	8.8

	Year
	1998
	1999
	2000
	2001
	2002
	2003
	2004
	

	Annual Average Growth Rate (％)
	7.8
	7.1
	8.0
	7.3
	8.0
	9.1
	9.1
	


Resource：Morrison（2005）
In sum, China has begun to open himself in the connection with outside world since 1978. In the past two decades, China has benefited from the economic system transition and its openness to the world market. It has been widely recognized that China will become the world factory due to its profound population and disciplined but cheap labor force. Kuroda and Kawai, the two chief officers of Financial Ministry in Japan, even argues that China should be responsible for its “exporting deflation” in the world economy (Financial Times, Dec. 02. 2001). Nevertheless, the rise of the economic regional bloc in China since 1990s, together with the collapse of the bubble economy in Japan, are two most important events shaping the regional economy in East Asia profoundly. As the Prime Minister of Singapore, Joe-Dung Wu, has indicated, the rise of China will be a great challenge for all of the East-Asia countries, whatever they belong to the developed country (Japan), NICs or even the developing countries (Philippines, Indonesian, Thailand etc.) (China Times, 2001, see also Economist, 2001: 57-58). During the time of economic repression in the U.S.A, stagnation in Europe and collapse of bubble economy in Japan, the economic performance of China is quite impressive. China, together with Hong Kong, has absorbed 65% of the FDI in this region. The economic growth remains robust given the shadow of global economic depression. 
Having a failed attempt of rapid modernization through the command economy of Soviet-Union model, China has shifted its development strategy to the market driven export-oriented industrialization since 1978. This strategy relies mainly on the foreign direct investment and its trade openness to the world market. Encouraged by the huge trade surplus, China undertook a dramatic unilateral reduction in 1998 in anticipating for being admitted to the World Trade Organization (WTO). The entrance in the WTO regime is regarded as opportunity and challenge for China at the same time. It is estimated that the entrance in WTO will enhance 1%-2% of China’s GDP. The MNCs are interested to lifting their investment in China because they believe that they can profit through the merger of state-own enterprises (SOEs) and some collective-own enterprises (COEs) if the structural reform of these two public-owned enterprises continues. It will be the short cut to enlarge MNCs’ product share in the Chinese market. Among them are the MNCs of heavy and chemistry industry because they can make available of the cheap labor force in China. Besides, China will get 60% of additional export growth in the world due to its entrance in WTO (Chow et al, 2002)
. In sum, to attract the FDI and enhance its enterprises competitiveness in the world market, it is necessary to initiate a reform of China’s public sector, which accounts for the large amount of national industrial outputs.

The theoretical frameworks on China’s institutional transformation: Analytical Insight from Variety of Capitalism (VOC) and Neo-Institutionalism Approach 

In the recent discussion about the impact of economic globalization upon the welfare regime among comparative political economy scientists, the ‘Varieties of Capitalism’ (VOC) approach has aroused much attention and provoked many debates. Centered on the crucial role of the firms in the coordination of economic activities, this approach highlights the different weights of coordinative capacity of the firms in the different political economies. Measured by different coordinative institutions, two regimes across advanced industrial democracies have been specified: Liberal Market Economies (LMEs) and Coordinated Market Economies (CMEs). Along the debate on the convergence or divergence trends of the political economies in the context of globalization, this approach contributes much to the analysis of the responding strategies of the different political economies under preexisting institutional constraints. However, as (2006) has indicated, most of the empirical analysis using VOC approach center mainly on the OECD countries. The East-Asia as a distinct form of capitalism has been ignored
. This paper aims to contribute to this field. By analyzing the welfare and labor market reform in the Chinese State-Owned Enterprises (SOE), this paper tries to examine the explaining power of the VOC approach in analyzing the Chinese SOE reform since 1978. By focusing on an emerging quais-capitalism economic order, this paper aims to examine the ‘universal’ validity of the VOC approach in the non-West countries. 

The insight of the VOC  approach shows that it offers a fresh and broad analytical tool for examining the interchange between (capitalist) market system and non-market institution under different historical and societal conditions. In the theoretical tradition of comparative political economy and economic sociology, there is nothing new to explore the institutional or non-institutional preconditions of the market-building process. Durkheim, for example, has indicated the non-contract precondition of the contractian system. The advantage of the VOC approach lies probably in the probability of extending its analysis to the other non-Western political economies, particularly that of emerging market economies. 

Since the change of the SOE system is part of the institutional transformation of the Chinese society, the process and mechanisms of this change have to be understood in the context of China’s economic and other social institutional transformation other than the SOE itself. To interpret the mechanism of the economic transition, some important theoretical perspectives developed by contemporary economic sociologists are worth noting. 

Victor Nee’s “Market Transition Theory” is one of the earliest attempts to theorize the forces to social transitions from state socialist point of view. In Nee’s view, markets and state socialist redistribution system represent two fundamental yet somewhat contradictory logics of resources allocation. The mechanisms for resource allocation that are introduced by the penetration of market economy are more efficient and competitive than those by the state redistribution systems. Moreover, they challenge and undermine the existing state socialist redistributive institution (Nee, 1989). The theory is teleological, since it assumes postsocialist society are progressing toward a well-defined “best solution”, market capitalism. Nee’s arguments leave the impression that the entire outcome of institutional changes can be fully explained by the advance of market economies, despite the resistance of “old” institutions. 

Some scholar argues that Nee’s statement has certain characteristic of equilibrium analysis of neoclassical economics that is analogous to the theory of rational choice (Zhou, 1999). Neoclassical economics claims that market economy is the most efficient economic organizing mode. In perfectly competitive market, for pursuing maximization of profits, customers and producers adjust their relationships by the prices of the goods in market, reaching the equilibrium of demand and supply in the end. Institutions, which are considered as the derivatives of market economy, are de-emphasized. 

The theories of neoclassical economics are under the constant challenges from that of new institutional economics and new institutionalism. First, the studies from North (1990) indicate that the market economy performs well upon the condition of appropriate institution. The expansion of markets economy is not a self-evolving process. The political power, culture and the evolution of history lead to a variety of institutional rules that facilitate as well as constrain the building of markets. Without understanding the rules, we cannot interpret various economic phenomena. Second, according to Williamson’s transaction cost economics (1985), market economy is not always an optimal economic mode. Under the condition of imperfect competition and bounded rationality, the cost of market trade may be higher than the cost of hierarchical organization. Thus if market mechanism fails, the bureaucratic governance of transaction is presented as the alternative, and vice versa. Third, scholars of new institutionalism emphasize the interaction between social institutions, considering the operation of economic process as an open system increasingly evolving in the context of historical path of change, which is important since different historical paths lead to distinct outcomes (Zhou, 1999). Focusing on the processes of institutional changes, the above arguments possess a logic that is far from that of rational choice theory, which seems to use the outcomes to explain the reasons. 

To responding to Nee’s market transition theory, which is rooted in neoclassical economics or rational choice theory, some other scholars develop several alternative and competing explanations behind which the logic to some extent can be traced in the theory of new institutionalism. By emphasizing the interior process of evolution, some argue that there is no “best solution” for social changes. The direction, velocity, and outcome of the transformation are inevitably determined by substantive processes. Therefore, studies on mechanism of transformation should focus on the virtual processes of social changes. Other scholars call attention to the exterior, existing socioeconomic institutions. Contrary to Nee’s emphasis on the importance of new interests associated with emerging markets, these scholars concern the importance of incumbents and vested interests, especially the political power, held by state and local governments during the transformation processes. The prevalence of political authority, bureaucratic bargaining, and governmental intervention in risk and benefit sharing has been noted in several studies and commentaries. Thus, some scholars argue, the incumbents may use their positional power and privileges access to decision-making processes to influence state policies and governmental regulations in favor of their interests. Although these explanations consist of several streams of arguments emphasizing different aspects, they share the main disposition that the ongoing transformation processes and emerging economic institutions are circumscribed by and intertwined with existing political, economic, and social institutions (Zhou, 2000). 

The fundamental issue in the debate on the mechanism and processes of China’s institutional transformation is the relationship of politics (or hierarchic bureaucracy) and markets, which is one of oldest debates in social sciences. On the one hand neoclassical economics emphasizes the market forces but ignore the influence of social institution, which has been immanent in Nee’s market transition theory, whereas the transaction cost economics has the dualistic view that the choice falls between the markets or bureaucracies respectively. On the other hand, upon the studies of China’s social changes, some scholars of new institutionalism provide us with new perspectives of politics-markets relationship. First, Oi (1992) argues that besides the markets and hierarchic organization there is a new institutional mode named “local corporatism” emerging during China’s economic transition that is the outcome of alliance of local political power and stable interests groups. Secondly, in the in-depth study of private and cooperative enterprises in Xiamen, Wank (1996) concludes that “entrepreneurial connections with the bureaucracy create networks of clientage that are neither market relationships nor formal central planned economy relationship. They are patron-client relations between actors who control asymmetrical resources and forge alliances for mutual benefit The alliance are embedded in personal ties between entrepreneurs and officials who know and trust each other”. Biost and Child (1996) advance Wank’s argument by using a concept of “network capitalism”. They argue that the options of economic organizations are not located along a single dimension with the bureaucracies at the one extremity and markets at the other. Thus the decentralism of China’s formal state-command system is not moving toward a market order but toward a form of “network capitalism”. This kind of system is working through the implicit and long-term, trust-based relationship. Economic transactions are fulfilled through the process of bargaining within this system. The government that operates from within the transaction arena takes an active role in resource allocation, facilitating transactions and taxing. That is quite different from the Western experience. 

These arguments above, although using different theoretical frameworks, all highlight the intertwining of politics and markets. Furthermore, in the light that no single theoretical logic could portray all aspects of social changes, Zhou (2000) attempts to take a further step to synthesize the competing arguments based on an insight from institutional theories in sociology and economics. In his study on income inequality in urban China, Zhou proposes a conceptual model that emphasizes “the interplay between politics and markets as a co-evolutionary process”. Zhou argues for both interested politics and markets co-evolve in interactions with each other. In some areas, they compete with and constrain each other; in other areas, they mutually reinforce each other; in still other situations, they adapt to and transform each other in the process. Neither one could be understood without a careful and substantive understanding of the other. In short, the debate on the relationships between politics and markets is significant for predicting the course and orientation of China’s social changes.

Although many studies have been conducted to explore aspects of China’s social changes such as stratification or enterprises reform, there are few studies focusing on the process of institutional transition in China’s health sector albeit numerous studies on China’s health system reform from the perspectives of health economics. One study should be mentioned for its particular point of view. Bloom and Fang (2003) recently explored the management of transition in China’s rural health sector in the broader context of economic and institutional transitions. They have drawn two conclusions from an analysis of the institutional forces to China’s rural health care. First, the health system has to be understood as a complex set of relationships between stakeholders with different interests and positional power. The stakeholders share expectations about appropriate behavior norms for good performance. Second, transition changes the rules for negotiating behavioral norms, establishing and internalizing contracts and understanding accountability.
The Social Policy Dimension of China’s Economic Transformation

The Changing Role of State in the Delivery of Chinese Social Welfare System

As Zho Xueguang (2004: 227) has forcefully indicated, the dimension of fringe benefits and enterprises welfare has long been ignored by the social science literature on China, particularly that of social stratification. The increasing returns in human capital (education) and the role of market sector in the stratification effect has indeed changed after the reform era. However, the weights of fringe benefits resulted from the legacy of SOE welfare schemes still keep unchanged given the increasing importance of market sector. According to a survey conducted by Lee and Zhang (2000) on the fringe benefits of 508 firms, they found that SOE’s expenditure on various welfare schemes greatly exceeds their profits. By 1994, compared to other economic units, the welfare benefits accounted for 31.8% of the total wage for the SOEs, whereas that for collective and other non-state sector enterprises were only 24.3% and 14% respectively. This explains partly the decreasing competitiveness of the SOEs.compared to other economic units and deemed as necessary to initiate the social security reform to alleviate the welfare burden for the SOE. 

It should be clarified that the reform of social security system in China in fact started before 1990. As Nelson Chow (2000: 111) noted, the decision made by the Chinese Communist Party) (CCP) at the end of 1985 and endorsed by the NPC (National People Congress) in 1986, to introduce unemployment insurance and to require new contract system workers to contribute towards their own old age insurance, marked the first step to establish a socialist social security system with Chinese characteristics. Again, he mentioned, the need to reform the social security system became apparent in the latter half of the 1980s due to the financial loading of the SOE sector. The decision to restructure the urban economy in 1984 not only affected the provision of old age pensions but also the reimbursement of medical cost incurred by state enterprise workers and their dependants.
This change in the role of the government in financing social security during the reform era in China has also appeared in the same trend.  Although the traditional Chinese enterprise welfare system is financially supported by the government, with rapid increases in expenses and ageing population, most of its public welfare cares in China are provided at the basic and minimum level (Ho, 1995). As a result, individuals are required to pay extra expenses for their care above the basic level, if they can afford.  For financial consideration, instead of providing universal welfare services as in the old time, the Chinese government has, through the introduction of social insurance scheme, which asked employees and employers to pay contributions, reduced its role as a provider of welfare cares, and leave individuals to take up more of their own responsibility (Gu and Tang, 1995).
Examining this shift of governmental role in welfare governance from a provider to a mix of provider and regulator, it can be argued that the Chinese government has moved from a socialist ideology of state commitment to a market-oriented ideology.  In other word, along a spectrum of social welfare ideology, the Chinese welfare governance has shifted from a central to right position in the 1990s. With a main trend of growing market economy system in China, we have reasons to argue that the Chinese welfare provisions will rely more on financial support from enterprises and commerce.  In short, the re-engineering of Chinese welfare governance will draw more financial resources not from the government but from private sectors.

Finally, Nelson Chow mentioned again (ibid: 4-5), it is much easier now for Chinese policy elites to acknowledge the importance of reforming the social security system so that the social aspects of development go hand in hand with economic progress.  It was far more difficult in 1985, when socialist ideologies were still dominant and the market mechanism was still perceived as a feature of capitalism, for China to accept that the protection of its workers was still perceived as a feature of capitalism, for China to accept that the protection of its workers was inadequate and that the socialist system had failed to meet the needs of the people. According to the traditional socialist perspective, certain social problems, like poverty and unemployment, could only occur in a capitalist society.  It was rather remarkable for Chinese leaders to admit in the mid-1980s that such problems did exist in China, and on such a scale that a through revamp of the social security system was found necessary.

The Decreasing Weight of SOE in China’s Economic System

In the centrally planned economy there doesn’t theoretically exist the problem of unemployment. Against the rule of liberal labor market, the state is fully committed to the goal of full-employment, even it could result in the problem of ‘five persons sharing the food for three’. Particularly for those who are employed in the SOEs, they enjoyed the life-long guaranteed job security in the enterprises. They would be laid off only when they made fatal political mistakes. In fact, there still exists the problem of hidden unemployment and abundant employment in the rural and urban areas. In addition, compared to the workers in the other sectors, they enjoy generous welfare benefits from enterprises including childcare, health care, housing, education and pension. Thus, the enterprises are not really economic units for profitability in the capitalist system but a political unit and social institution for the mobilization of loyalty to the party (Walder, 1986). This life-long cradle-to-crave welfare system resulted in the affectional attachment of workers to their enterprises as a father. This paternalism made the Chinese communist odomination in the urban areas fixed. 

The Chinese social security system was first established in 1951 with the enactment of the Labor Insurance Legislations (laobao). Its salient characteristic before 1978 could be formulated as ‘low wage but high welfare’
. It covered mostly the workers in SOEs and partly the collective owned enterprises (COEs). While the wage had been kept at an extremely low level, the generous welfare benefits were offered as a compensation for the wage loss. Amenities in kind can amount to 30% or even to 50% of the cash wage (Solinger, 1995; Wong, 1998: 190) These benefit schemes were scarce resources in the age of shortage economy. Thus, the SOEs functioned not only as an economic unit but also a welfare institution. Covered by the generous welfare programs, the workers in the SOEs had been labor aristocrats compared to the workers in the other non-state sectors and farmers in the rural areas. From the perspective of social stratification, it resulted in the long-lasting dual welfare system between SOEs and non-SOEs workers. 

The generous SOE welfare scheme was made possible by its privileged status in the commanding economy. Influenced and inspired by the Soviet rapid industrialization model, the CCP emphasized on the heavy industry sector in the initial phrase. Prior to the reform era, the SOE sector was posited with the commanding height of the whole economy and accounted for the largest part of industrial output. The SOE had acquired the most largest amount of budgets and inputs in human and physical resources compared to other economic units. The profitability of SOEs was also incomparably high due to its advantageous monopoly status in the commanding economy. Lacking of effective taxing system after 1949, the profit of the SOEs was also designed as the main source of state’s revenue, which implies the capital transfer and resources mobilization from agriculture to industrial sector (Naughton, 1992). Under the condition of high profitability, it enabled the SOEs to offer generous welfare benefits for the workers and their dependents. As a result, the enterprises had to shoulder the sheer part of the financial burden. However, in the transition from command to market economy, the SOEs have to fulfill the concomitant requirement of profitability. The consequence is, as described earlier, the making of a free mobile labor market. The goal of social security system is designated to lesson the costs of the transition on the one hand, and the reform of the traditional ‘iron rice bowl’ welfare model on the other hand.

Given the winning of the political loyalty among the urban workers, the central government had to pay for the low productivity of the SOE. Firstly, such a system would bring misallocation of resources and low efficiency due to the mix of political administration and enterprise management. Secondly, large amounts of governmental subsidize were transferred from central governments to these sectors to finance these generous welfare schemes, though the interests of other sectors have been sacrificed under this dual structure between urban/rural habitants and SOEs/non-SOEs workers. Moreover, it brought the consequences of financial over-burden for the government and the enterprises.

The above problems are intensified particularly when facing the pressure from the fierce market competition accelerated by the establishment of MNC-owned, foreign-funded enterprises and joint MNC-local ventures (JVs) since 1980s. Besides, the rapid growth of township and village enterprises (TVEs) and the private undertakings has been quite impressive. They have become much more dynamic competitive sectors through their comparative advantages of low labor cost or high efficiency. These emerging sectors have challenged the traditional monopoly status of SOEs in the command economy and force the CCP to reform. 

The reform of SOEs has been launched to release the financial burdens of government and enhance the competitiveness of the SOE. The report of 15th National Congress of the Communist People’s Congress (CPC) had encouraged and ratified the experiments of further SOEs reform aiming to solve the historical problems. It permits the diversified ownership system adopting for different SOEs to make the separation of central administration and enterprises management possible
 (Watson, 1999). 

The central government tried first of all to reduce the tax rate for the SOEs so that the incentive for profit could be enhanced. In 1983, a reform on corporate tax was launched and legislation was passed. The tax rate for the SOEs was divided according to the size. Whereas the large SOEs had to pay 55 percent corporate income tax for the profit, the small one had to only pay for a lower rate (Zheng, 2004: 112). Through the tax reform, the SOE  are allowed to keep the profit above a certain level. The for-profit incentives are thus enhanced. 

The second dramatic is the property rights reform. The transition of property rights and associated asset restructuring has the consequence of creating a new body of owners and managers. This transformation is changing the nature of SOEs profoundly and therefore the industrial relation between enterprises and the employees one the one hand, and that between unions and its constituents on the other hand. Due to the change of ownership, the owners have strong incentive to enhance the labor productivity through rationalization of labor management (Gu and Nea, 2003: 49-52). Necessary measurements for this transition include: the lay-off of redundant personnel, the introduction of contract labor system, the limited responsibility of enterprises to employee’s welfare benefits e.g.. These strategies imply the eradication of ‘iron rice bowl’ model and the challenge of an uncertain future for the workers in the SOEs. 

To elevate the pressure of low-productivity, the CCP government is forced to initiate SOEs reform. The reform strategy could be formulated as ‘decentralization strategy’. Two stages can be delineated.  The first stage is (Jan Quan Fan Li) (1978-1984) and the second stage is the separation of enterprises and politics (Chan Chi Fan Li) (1984-1992). “Official statistics showed that as of 1996, China had about 320,000 SOEs, of which some 240,000 were commonly classified as small. Of the 320,000 SOEs, only about 118,000 were engage in industrial production, and about 16,000 were classified as large and medium”(China Statistical Yearbook, 1997). 

Figure 1 shows that in 1978 SOEs still accounted for 78 percent of China’s total industrial output. By 1996, the share had declined to only 29 percent (The Statistical Survey of China, 1997). But the lower output share of the state sector should not be interpreted as a sign of diminishing economic significance, since 108.5 million or 74 percent of the urban working population still relied on the SOEs to provide them with the ‘from cradle to grave’ welfare. The SOEs function therefore not only as an economic unit in China, but also an integrative social-political entity, as Walder (1986) asserts. Furthermore, the state sector as a whole still controlled approximately 61 percent of of total state assets and constituted some 55 percent of total domestic sales. In terms of foreign trad, about 67 percent of China’s exports and 50 percent of imports in 1995 were conducted through the foreign trading arm of state firms. The economic importance of the state sector in the Chinese economy was reflected in its traditional role as a major source of central government tax revenue. In fact, SOEs still predominate in key heavy industries such as iron and steel, coal, metallurgy, chemicals, energy production, and petroleum exploration, which operate on economies of scale and are generally shunned by the TVEs, or to which foreign investors are denied access.” (Zheng, 2004: 129). Furthermore, the average debt-to-asset ratio of the small to medium scale SOE stood even at 120%.

In early 1995, Premier Zhu’s SOE reform efforts crystallized further into a more explicit strategy of Zhuada Fanxiao or ”nurturing the big into giant conglomerates while letting the small SOEs face the forces of the market”. To compensate for the transitional cost covered by the SOEs, the government issued the low-interest loans through the Chinese Central Bank to bail the SOEs deficit out. This financial burden is usually transmitted to the national central bank or provincial bank. This transmission results in the bad-loan problem for the banking sector. (Naughton, 1999). Reformists policy makers believed that they could “let go” of the 240,000 or so small, mainly local-level SOEs via various forms of restructuring including reorganization, mergers and takeover, leasing and management contract, conversion into shareholding companies, or even outright closure, they had to retain the 1,000 large SOEs belonging to the central government, for obvious economic and social reasons. These key SOEs are still of strategic importance as they constitute the backbone of China’s industrial economy in terms of total capitalization employment.(Zheng, 2004: 132) It seems that this strategy mirrored the different developmental path of East-Asian capitalism: the Japanese keiretsu model and the Taiwanese small and medium enterprises (SMEs) model.

With all these reform measurements, it was reported in the 1997 “Government Work Report” that in 1996, of the 1,000 targeted SOEs, 300 of them had improved their performance after the further injection of state bank loans along with tighter financial control, and an additional 57 SOEs had formed into modern enterprises groups. Nevertheless, according to a survey of 124,000 Soes in 1997, the asset-liability ration of SOEs lay between 71.5 percent and 83.3 percent. (Zheng, 2004: 132).
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Figure1  The decreasing Percentage of SOE’s industrial Output in China’s Economic System

The strengthening of managerial power in the workplace

According to the newly legislated Labor Law in 1995, almost all workers have become contract labors. Moving away form the traditional ‘iron rice bowl’ model, the life-long employment guarantee has been lifted. Instead, the SOEs will sign contract with the individual worker about their tenures, wage and working conditions etc. Some are regular contracts with guaranteed terms of employment; some are negotiated contracts with fewer term rights. The enterprise can claim its ‘limited’ responsibility to the employees and reduce the large labor cost resulting from the retreat of its traditional paternalistic role. 

Secondly, the power of managers in the workplace has been further strengthened to attain the goal of profitability. Many management methods and reward systems to lift the labor productivity have been introduced. It implies the emphasis upon labor discipline and control of workers. In fact, a differential wage system calculating according to the productivity of individual worker has been widely introduced in some SOEs enterprises. Furthermore, to reduce the unit labor costs, the exploitation of labor and the so called sweatshops problem has risen, particularly in the costal provinces. The employers provide the lowest pay for the unskilled labor (Moran, 2002: 78-79). Since 1997 there implements the legislation of working time. The working time is 40 hours per week. Given the legislation, the report about the over-working remains high (Southern China Morning Post, Oct. 03. 2001). Exploiting widespread variation in provincial implementation of national laws, overseas Chinese investors, those from Hong-Kong, Macao and Taiwan, are accused of bypassing labor regulation, with the acquiescence or connivance of local authorities (Chan and Senser, 1997: 107). These foreign investors from other Asian countries are classified as the authoritarian model in the workplace management, which is different from the human resource model (HRM) adopted by the western advanced industrialized countries (Chan, 2001)
.

The Massive Lay-Off Workers Wave of SOE Reform
According to the current estimation, between 15%-30% of the SOEs work force is estimated as redundant personnel and should be laid off to enhance the labor productivity. In 1987 the managers of the state-owned enterprises have firstly been authorized with the rights to lay off the residual and unskilled workers to optimize the workforce utilization in the enterprise. Though large amounts of workers have been laid off between 1997-1998 to a historical peak, it is estimated that there are still 10% employees who are surplus to SOE’s requirement. Large amount of aged, female, low-educated and low-skilled workers are classified as redundant personnel and have been laid off according to the reconstruction and rationalization plans. It is estimated that almost 22 million employees had been laid off by the SOEs or COEs until 2000 (Hu et al, 2002). As shown in the Table 2, the change of laid-off workers numbers in the different enterprise type. The number of the laid-off had increased tremendously from 8.91 in 1996 to 22.09 million workers in 2000. Those who were employed in SOEs had been massively affected (62.58% in 2000) and then COEs (25.42% in 2000). 

Table 2：The Change of Laid-Off Worker Numbers in the Different Enterprises（1996-2000）
	
	1996
	1997
	1998

	1999

	2000


	Number（Unit: Ten Thousand）

	Total
	891.6
	1,435.2
	1,977.2
	2,154.6
	2,209.04

	SOEs
	573.7
	929.3
	1,234.4
	1,338.7
	1,382.40

	COEs
	287.1
	447.0
	558.3
	581.0
	561.60

	The other economic unit
	30.8
	58.9
	184.5
	235.0
	265.04

	Percentage（％）

	Total
	100
	100
	100
	100
	100

	SOEs
	64.34
	64.75
	62.43
	62.13
	62.58

	COEs
	32.20
	31.15
	28.24
	26.97
	25.42

	The other economic unit
	3.45
	4.10
	9.33
	10.91
	12.00

	Increase Index（1996＝100）

	Total
	100
	160.97
	221.76
	241.66
	247.76

	SOEs
	100
	161.98
	215.16
	233.34
	240.96

	COEs
	100
	155.69
	194.46
	202.37
	195.61

	The other economic unit
	100
	191.23
	599.03
	762.99
	860.52


Resource：Hu et al’s (2002: 217-8) calculation upon China’s Labor Statistics (1997-2001).
The female and aged workers are the most affected groups among the laid-off workers. Fearing to bear the cost of parental leaving, child bearing and maternity benefits, the employers are reluctant to hire the female workers. Most the laid-off female workers don’t have choice but to enter the secondary labor market, whose contend of work is mainly associated with home services (child-care, house-cleaning) or traditional female work (nursing and shop assistants). The type of these works is characteristic with the precarious jobs: low-wage, long working-time, without social insurance, no protection of working conditions. The aged workers have also difficulties to find new jobs. They are even forced to compete in the labor market with the migrant labors in TVEs or rural areas to survive (Watson, 1999: 34-5). 

To compensate for the income loss of the laid off workers, the State Council had passed the three safeguard lines since 1997: “Basic Living Protection for Laid-Off Workers”, “Unemployment Insurance Act” and the “Minimum Living Standard Guarantee for the Urban Citizen”. These schemes include reemployment center, unemployment insurance funding and living allowance. Usually, the laid-off workers would continue to receive living allowance from the SOEs for three years. During the laid-off phrase, they would be trained by the reemployment center. If they still fail to find a job in three years, then a laid-off worker would be classified as unemployed and is eligible to be unemployment insurance recipient for a maximum of two years. After then, if the workers continued to be unemployed, ‘Minimum Living Standard Guarantee for the Urban Citizen’ as a poverty relief program would be provided. These programs aim to diminish the financial burden of laid-off workers during the unemployment and help them to find new jobs
. 

However, the implementation of these legislations can’t be fulfilled because its cost is mostly charged by the SOE. Due to the financial problems or mismanagement of managers, most of the welfare and assistance programs can’t be effectively implemented. Many early-retired or laid-off workers can’t get the pensions or unemployed benefits guaranteed by the central government and therefore live under minimum living standards. Adding the problem of corruption, the workers believe that the corrupted managers have ‘emptied’ the whole enterprise through assets rearrangement to their private use and should be responsible for the miserable living condition of the laid off workers. It is not surprised that the mass riots widespread in the main cities since 1997 can be interpreted as the reacting protests of these workers to the unsatisfactory situation (Chen, 2000). In sum, the transition from a command economy to the ‘socialist market economy’, under which Chinese SOE employees were guaranteed the life-long cradle-to-grave welfare. During the course of privatization and deregulation of SOEs, this transition has led to uncertainty and explosive dissatisfaction toward the local and central government.

The Welfare Reform for Restructuring the SOEs 

The other dimension of the SOE reform is the social security reform. The social security system is generally regarded in the advanced industrial countries as an effective system for protecting workers against the social risks resulting from the ‘constructive destroy’ of market economy. In the transition from centrally planned economy to market economy, the government has established social insurance schemes to diminish the negative effects upon workers through this risk-sharing mechanism. The important legislations in the following discussion include the old-age insurance, unemployment insurance and health insurance schemes. Accompanied by the SOEs reform launched after the promulgation of 7th and 8th Five-Year Plans, the building of a free labor market has been set as the policy goal. It implies twofold. Firstly, the redundant workers have to be laid off and reemployed according to the ‘natural law’ of free labor market. Secondly, a regulated labor market favoring the SOEs workers will be transformed into a free labor market emphasizing the free mobility and contractual terms. Accompanied by the legislation of introduction of labor contract system in 1984 and Bankruptcy Laws in 1986, the unemployment insurance funds and the old-age insurance funds were also established in 1986 to lesson the shocks resulting from the reconstruction process and make the employment policy of SOEs more feasible. According to the legislation, the SOEs were obliged to pay contribution for the workers. The contribution rate was set at 1% and 3% of the total wage bill for unemployment insurance fund and the old-age insurance fund respectively. These measures aimed to give income maintenance for the workers when they had been laid-off, unemployed or retired. Later on, the coverage of the two schemes was also extended to collective-own enterprises workers. On June 26, 1991, the State Council further issued a ‘Resolution on the Reform of the Old Age Insurance and of Enterprise Workers’ (abbreviated as the ‘Resolution’)(State Council Document, No. 33), which could be taken as the guideline for reforming Chinese social security system, though this decision referred firstly to the old-age insurance system (Leung, 2003). The ‘Old-Age Insurance Fund’ was firstly introduced in 1991. This new legislation changed the financing principle from defined benefit on pay as you go system to a defined contribution scheme. In a further way, the coverage has also widened to cover all of the urban workers and not just limited to the traditional SOEs workers. The administration structure has also transformed to a unified structure.

After the stipulation of the ‘Resolution’, the track of the Chinese old-age insurance system has been shifted from one-tier to three-tier system. According to the ‘Resolution’, instead of only requiring the employing enterprises to pay for the insurance contributions, the financial responsibilities have been redistributed among the state, the enterprises and the individual workers. Instead of the existing enterprise-based system, the old-age insurance system is reorganized through three tiers: the basic insurance fund, the enterprise supplementary insurance and the worker’s individual account (Chow, 2001: 11-13). Inspired and encouraged by the World Bank (WB), this reform could be interpreted as the transfer of the welfare functions from enterprises to the state and the individual worker. Based on the ‘Resolution’, the State Council further issued “A Circular on Deepening the Reform of the Pension Insurance System”(abbreviated as “Circular”) in 1995. According to the “Circular”, the coverage of the insured had been extended to all urban employees, including the self-employed and those employed in the other private enterprises. The contribution rate had been lifted from 3% to 8% for workers and 25% for the enterprises respectively. The income replacement rate is expected to be equivalent to 35% of worker’s previous wages. 

Furthermore, the unequal status between the permanent and contract workers, SOEs and non-SOEs employees are expected to be abolished gradually through a unified old-age insurance scheme, at least on the province level. As Chow (2001: 10) has formulated: “It is obvious that the entire system is moving slowly from one which the responsibility fell squarely on the enterprises and the state to one which requires the workers themselves to make contributions; from one which was completely financed by the enterprises as part of their operating costs to one which is partially funded with polling effected at the county and city levels; from one which was totally represented by the formal sector to one which aims to combine the efforts of both the formal and the informal networks” Having adopted this reforming guideline, the medical insurance has also been reorganized alongside the division between social account and individual account. The 1998 newly established Ministry of Labor and Social Protection intend to extend this model to the compensation of work-related injuries and death. 

Given the governmental endeavor to mild the employment problems of economic readjustment through the reform of social security systems, there still leaves some problems to be tackled. The first refers to the low coverage of social insurance schemes. In 2000 there are 217,74 million employees work in city and township enterprises. Among them there participate 104,48 million workers in the basic pension program (49.1%), 104,08 million workers in the unemployment insurance scheme (48.93%), 43,32 million workers in the health insurance scheme (20.36%), 43,50 million workers in the occupational insurance scheme (20.45%) and 30,02 million workers in the maternity insurance scheme (14.11%). The average contribution rate for basic public pension program is 22%, unemployment insurance 2%, health insurance 6%, occupational and maternity insurance 2%-2.5%. The labor cost for the statutory social insurance varies from 22.1% to 43.3% of the wage. 

There are two problems hidden in the management of the public insurance programs The first one is the low coverage of the insured population. According to the law of great number of the insurance principle, the more of the insured, the better the financial situation, and hence the better the effect of risk sharing. The financial condition depends therefore on the coverage of the insured population. The SOEs are obliged to attend the social insurance schemes due to the compulsory legislation of legal code, while most of the private enterprises bypass this law due to the consideration of reducing labor costs
. This has two consequences. Firstly, the escape of the private enterprises from the duty of paying contribution for their employees results in the unfair competition between SOEs and private enterprises (Cheng, 2002: 373). Secondly, it deprived the social rights of the workers in the private enterprises. Most of them are immigrants from rural areas. 
The second problem is the geographic disparity arising from the different industrial structure in different regions (ibid: 374). Taken the basic pension program as an example. According to the survey in 2001, the contribution rate in Shengjun as the fastest developed area is only 6%, in Peking 19%, whereas in Wuhan as the older heavy industry base is 24%. It resulted in the unequal development in the different region because the investor (particularly the foreign investor) will take the additional labor cost arising from the legislated social insurance schemes into consideration. It further widens the regional inequality. It is necessary to establish a structural financial balance mechanism between the funds in the different provinces and regions. We can imagine, however, it will arise the conflicts between the rich and poor regions. 

To diminish the double inequality described above, the Labor Ministry had tried to take some measures. But it fad failed for some reasons (Yang, 2002: 124-5). Firstly, there exists the provincial competition to the foreign investments. The local governments don’t have strong incentive to implement the policy because the foreign investment is the main dynamic of economic growth, job creation and the most important, the tax. The local governments are afraid that the foreign investors will run away and flee to another provinces if they enforce the social insurance regulation once and for all (Chan and Senser, 1997: 107). This ‘exist’ option is an actuate threat for the local government to impose the coverage policy on the private and joint enterprises.

Secondly, the workers distrust the social insurance agent administrated by the state. These workers, particularly the immigrant workers in the private enterprises, fear that their contributions in the social insurance would be ‘emptied out’ for the mismanagement and corruption of the social insurance bureaus. Furthermore, they misunderstand the meaning of social insurance contributions. The employers explain that it has been included in the paid wage and threat that they can’t get the benefit back. The labor movement in Western Europe accordingly, the unions are expected to be an active actor to establish the solidarity community between skilled- and unskilled, rich and poor workers through this social risk sharing mechanism (Brugiavini et al 2001: 159-186). The union should have played an active role to educate and enlighten the workers. Based on the distrust and misunderstanding of the social insurance programs, some unions even pass the passage and refuse join social insurance programs collectively (Young, 2002: 125). It is therefore still difficult to expect the full insurance coverage within short period in China.

Consequences of the SOE Reform for Chinese State-Enterprises Relation and Industrial Relation

It is not surprise that the industrial disputes and conflicts increase by the strengthening of managerial power. According to the statistic report of the Ministry for Labor and Social Protection, newly established in 1998, the numbers of labor disputes amounts to 207,605 in 2000, which equals to the total sum during 1950s. Most of the disputes occurred in the most industrialized and wealthiest provinces or cities such as Canton, Chan-Su, Shanghai and Peking. The 1994 legislated Labor Act could offer a platform for the workers to defend their rights, though it still can not protect worker’s rights effectively. According to the legislation, the disputes could be settled either through arbitration panels in the enterprise or the court. 

Overall, the insecurity of workers in China is increasing when the move of deregulation and liberalization proceeds. Subsidies have been reduced, and controls over local management have been eased or lifted. Reform of SOEs has led in turn to considerable dislocation of labor (White, 1996: 439). China is confronted with the following problems: the rising inequality between regions and provinces, the increasing unemployment as debt-burdened state-owned enterprises and township and village enterprises are rationalized. These problems have resulted in the broad inequality among people in the different sectors. According to the study, the Gini- Coefficient has risen from 0.281 in 1981 to 0.458 in 2000 ( http://www.stats.gov.cn/gqgl/gqglwz/200104240017.htm ). Measured by the one-fifth income quintile, the inequality could be widened (Young and Shin, 2002). The central government can’t combat against this trend successfully due to the diversified system on the one hand, and the decreasing extractive capacity of central government. This impedes further government’s capacity to pursue a redistributive policy goal (Wang. 2001).

The Dilemma of Unions between Party and Workers

The unions are regarded as the organization representing the general interests of workers. In China, the All China Federation of Trade Unions (ACFTU) claims this role. ACFTU monopolizes the representative status of the Chinese workers formally, which is recognized by the state and Chinese Communist Party. The state can suppress the development of autonomous unions through this state corporatist institutional arrangement. Historically, unions have been seen as a transmission belt of ideas from the top to the bottom. The constitution of ACFTU describes unions as the ‘bridges and bonds’ linking the party and the masses of the workers and staff members (Zhu and Campbell, 1985: 12). 

All enterprises are legally required to recognize a union, including the MNCs. The minimum member for organizing the workplace union is 25. The union is financed by 2% of the workers monthly wage. The union membership has reduced from 0.13 billion in the early 90s to 90 million. Aiming at enhancing the coverage rate to 60% until 2002, the ACFTU has initiated a political campaign to unionize the entire foreign-owned enterprises, whose union density is under 20%. Until 1998 there have organized unions in the 53,634 foreign-owned enterprises, which amounts to 5.45 million workers. The ACFTU plans to set up one million unions in the non-state-owned enterprises additionally, which includes 36 million workers (Ngok and Chan, 2002: 123). 

Theoretically, the ACFTU and its affiliating unions are expected to play the role of intermediating the interests of laid-of workers and workers in the workplace. They should protect the worker’s interest to negotiate wage, supervise working conditions and resolve the industrial conflicts during the reform process. However, the traditional ‘father figure’ of managers and party has vanished in the process of SOEs reform by degree, either for unions. As mentioned above, this means the increase of job insecurity on the one hand, and the demand of autonomous rights to organize themselves. Under this circumstance, the ACFTU confronts the conflicts between their constituents and the party. The former demands more welfare and job protection, while the later the pacification of industrial order to attract the foreign investments. While unions appear to be sympathetic to the plight of employees, they have developed support and welfare programs to ease the consequences of mass unemployment. Their lack of autonomy from the party-state apparatus and its institutional inertia prevent any concerted action to influence the government.

Although the autonomous unions are unofficial according to the Union Act, their number grows quickly since early 90’s due to the ineffective interest articulation function of ACFTU on the one hand, and uncertainty over the future of state-owned enterprises in the course of privatization on the other hand. Originally, these autonomous unions are organized alone the line of the same origin, particularly among the immigrant workers moving from rural to urban areas. They organize themselves like ‘secret societies’ and through ‘wildcat’ strikes to protect their economic interests, e.g. wages and work conditions. The rise of autonomous unions could have some political implications because these units are beyond the official control of ACFTU and therefore the supervision of party apparatus. Due to the organizational failure of ACFTU, many autonomous unions have increased in the form of ‘Tung-Shung Community’. It is estimated that there exists about 30 in Peking in 1999 and 800 in Shengchen in 1994 (Bo, 2001). Due to their potentiality of transforming into independent political force, these unofficial unions have caught the attention from the CCP. On the other hand, some MNCs welcome and recognize their status based on the consideration of industrial peace. Some of the MNCs even sponsor the administrative costs for these illegal autonomous unions.

Collective negotiation: A Direction toward Tripartism?

Starting with a 1995 labor law, the Labor Ministry has been promoting collective contracts. Until present, there issued about 100,000 collective contracts. The collective bargaining system has been established to pacify the industrial conflict due to the increasing FDI amount from MNCs and joint-venture enterprises. To safeguard the interest of workers, the central government had passed the revision of “New Union Act’ in 2002. This new legislation is regarded to signify a new institutional innovation in the Chinese industrial relation (Chen, 2002: 168-175). This act aims to ”establish a tripartism negotiation system”(article 34) “to coordinate the labor relation through the mechanism of equal bargaining and collective contract.”( article 20). In the ‘New Union Act’, contends of collective negotiation include wages, work safety and health, social insurance (article 30). Concretely, it highlights the role of unions to represent the interests of workers in the workplace level (ibid: 174-5)
. According to the legislation of ‘New Union Act’, the state delegates unions the mission of representing the interests of workers in the workplace level (article 38). Furthermore, this act authorizes the ACFTU and its affiliates as the only legal corporate actors to represent the workers (article 2 and 14). This reinforces the monopoly status of ACFTU and its bargaining power in the collective bargaining process. Secondly, it seems that the tripartism collective bargaining system will be a viable alternative of Chinese industrial relation in the transition to the market socialism, which is quite different with the pluralistic structure in Taiwan. The prerequisite for the successful collective agreement system requires independent unions. However, it is still doubtful to what extend the collective agreement will benefit the workers if the ACFTU is not an autonomous organization from the control of party and government. 
The Emerging ‘free’ Labor Market in the Urban China?: Implication for the Chinese variation of Capitalism

To analyze the process of market transition in China, the role and the incentive of the bureaucracy should not the neglected. It seems that the bureaucracy in the post-Socialist China has enjoyed much more autonomy compared to that under the democratic partisan competition system. Based on the observations of Oi (1992) on the Chinese rural government after the fiscal reform, Walder (1995) argues that there lies the strong incentive on behalf of local economic development for the cadres and bureaucratic elites in the township and village level. It explains why the productivity in the (costal) rural China has increased tremendously compared to the urban areas.

Arguing against Kornai's theory of soft budget constraints, Walder (1995) indicate that the different level of Chinese governments have quite different incentives for economic and industrial development. He distinguishes between government in higher level and lower level. The ownership structure of the former is categorlized as the public enterprises run by central gov't or provience and city (such as Tian-Jian), whereas the later as those run by township or village. He argues that there exists the different incentive structure for the township or village public enterprises to enhance the industrial productivity and push further labor market reform (such as laid off the workers) because they are more exposed to the outer market and therefore more sensitive to the labor costs.  The firms in the lower hierarchy of the public enterprises systems thus tend to reduce the non-wage benefits such as the costs for pensions, medical and disability insurance, particularly the costs of housing. These 'nonfinancial interests of government' was intense before the reform era (Walder, 1995: 281-3). The problem is to what extend can we can extend this logic to the analysis of rural medical market reform in China.

Contrary to the propositions of neo-classical economics, the economic sociology asserts that the successful operation of market mechanism is not self-evident and fully autonomous. The market-building is basically a process of social construction and needs some social conditions for organizing the actors of market. These social conditions include the guarantee of property rights, law protection, governance structure. These social conditions contribute to the stabilization of generalized trust between the relevant actors during the transaction (North, 1990). In the word of economic sociologists, the market must be embedded in a particular social context (Polanyi, 1957; Granvotter, 1985). Following this logic, Fligstein argues a step further that the markets functions as politics. Using the metaphor of politics, he analyzes the market as a process of reducing the uncertainties and instability during the transaction: 1) the avoidance of price-cutting, and 2) the making of a political-coalition with the other suppliers (Fligstein, 1996: 659). Based on this problematic, he develops 16 propositions to examine the behaviors of firms and its interaction with the states in the different phrases of market development (market-building, stabilization and transition).

Fligstein’s insights have opened a window for the analysis of market-state interaction, particularly for the cases in the marketing-building process (eg. the transitional economy). His suggestion allows us to approach the problematic of market-building with an institutional method. In this method, the macro- and micro analytical level can be combined. In the macro-level, we can explain what institutional arrangements as equilibrium have been chosen in the process of options selection. In the micro-level, the incentives of the related actors (state and firms) can be specified.

The similar analytical strategy has also been suggested by Parish and Michelson (1996) and Oberschall(1996). Contrary to the viewpoints of Nee (1989, 1996), they stress that the emerging structure of Chinese market governance structure is a co-evolution process of (bureaucratic) politics and market. However, the incentive structure of rural bureaucratic elites for pushing the health care reform is still unexplained. Based on the previous discussion, we try to examine the hidden incentive structure and strategies of Chinese rural bureaucratic elites for deregulating and privatizing the health care system. Following the argument of Fligstein(1996), we suggest that the market is constructed socially and politically. We try to specify under which institutional conditions will the medical market be shaped under the cost/benefit caculation of the rural bureaucratic elites.

In a similar vein, using the connotation of ‘recombinant property’, Stark (1996) describes an emerging economic order in the East European transitional economy, which differs from the East Asian variant. ‘Recombinant property’ is developed as a strategy by the privatizing state-owned enterprises to hedge against the risks resulting from the uncertain institutional environment in postsocialist Hungary after 1990. Through this institutional design, the inter- and intra entrepreneurs relation has increased to an extend, so that the firms can reduce the risks. It involves the decentralization of assets and centralized management of liabilities. The consequences of this arrangement is the blurring of boundaries between public and private, the boundaries of enterprises, and the boundedness of justificatory principles. The concept of ‘recombinant property’ helps us to escape from the arbitrary dichotomous between hierarchy and market’, particularly for the postsocialist countries. Such a ‘hybrid’ form of property rights could explain why the enterprises search for a risk-sharing strategy. Furthermore, it indicates an institutional foundation differing from other mode of capitalism. The Chinese policy elite tends to believe that reform the system through a market-driven strategy. However, as many studies of economic sociology and comparative political economy have forcefully demonstrated that market system are still embedded in a complex web of laws and norms (Polanyi, 1957; Granovetter, 1985). This implies that the process of liberalizing markets – just as much as the process of constraining markets –involves the transformation of laws, practices, and norms.

Since China’s SOEs experience decentralization and privatization as well as commercialization since the economic reform, more research needs to be done to investigate the mechanism and process of the transition in these systems. Bloom and Fang (2003) have pointed out that local governments have changes their relationships with health facilities following similar changes in their relationships with productive enterprises. Following their view, a series of questions could be addressed to understand the impact of the interaction between market and government on rural hospitals. What kind of relationship is it between local government and local health facilities? Could it be described as “local corporatism” or “clientelist networks” or “network capitalism”? Or it is like “co-evolution”? What kind of relationship is it between workers and managers within the transforming SOEs? Furthermore, to what extent does the construction of these relationships shape the process of institutional transition of Chinese capitalism? How were the negotiations or bargains between various stakeholders carried out? To what extent do the civil society organizations (CSO) fulfill the public responsibilities imposed on them and exert their influences at the same time during current institutional transitions? 

The reform of Chinese SOE system, the same as the process in other economic sector reform, has been pushed by the so-called market strategy. However, the effect of the market strategy in the social welfare system built in the traditional SOE system is quite different from that in the other sector. On the one hand, the social welfare is ascribed as the public goods and merit goods which is proven to be the basic rights for the citizen. The state is thus obliged to guarantee the minimum access ability to the social welfare system. 
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� On the other hand, the entrance in WTO is also a challenge for the SOEs because the average scale of property still lags far behind that of foreign MNCs. Its R&D capacity and ineffective internal management makes the SOEs less competitive than the MNCs. While through the joint investment of SOEs and MNCs, the SOEs can introduce the new model and idea of management and enhance its operational effectiveness (Wang, 2002: 74). 





� An exception is the analysis of Japan. See Manow (2005); Thelen (2004), esp. Chap. 4 on the part of Japan.


� The average wage level had been controlled under 600 RMB until 1978.


� In the amended Constitution approved by the Eighth National People’s Congress in March 1993, the name “state enterprise”(literally, “state-run enterprise”) or guoying qiye was formally changed to  guoyou qiye (literally, “state-owned enterprise”). It signifies the change of state’s role from owner to manager and the separation of management and administration.





� The foreign company pays 20%- 50% wage more than the SOEs in average. 





� Between 1998-1999 the reemployment rate had declined from52% to 47%. The aged (male above 50 and female workers above 45) and unskilled worker are the disadvantaged groups in the labor market. Aside from the disqualified factors of the supply side, the most important factor for the decline of reemployment rate is the decline of aggregate demand since 1999. 


� A survey conducted 1999 in Hunan and Fijian shows that only 40% of the employees in private and joint enterprises are insured in the pension and unemployment insurance schemes. (Young, 2002: 124) 


� Interestingly, the collective negotiation system originates from foreign-funded enterprises. In a document issued by the Labor Ministry and Ministry for Export and Economic Cooperation in 1994, it allowed that the unions in foreign-funded enterprises could sign collective labor contract concerning wages, working time and holiday, occupational safety and health, and social insurance benefits with the firms(8). Dalian might be the city to encourage the collective negotiation system between employers and employees organizations. In 1996 the Dalian city union federation of foreign-funded enterprises were founded. Until 2002, there have been 718 foreign-funded enterprises in the collective negotiation and collective contract systems. The most successful experience is that in Dalian Canon Office Equipment Co. According to the evaluation of the managers, it is believed that through the collective negotiation system the industrial peace could be guaranteed and the certainty of investment could be safeguarded (http// ghwq. 51.net). This model has been considered to apply to the SOEs. The basic consideration is that the level wage will be coordinated through collective bargaining between the unions and employees. It depends on the productivity level and the demand/supply conditions of labor market. 





