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China’s reforms since the late 1970s have been widely regarded as a success. Or is it? The following short text is not to seek direct answers to this question. Rather, it tries to demonstrate briefly a number of economic, social, and ecological challenges facing China today. These are largely the results of China’s market-oriented reforms, which were gradually co-opted into the overall framework of “globalised neoliberalism” during the last few decades. It’s time for China to look for alternative development path before it’s too late.
1.General situation

China has managed to maintain high growth rate of about 10% a year in recent 3 decades. Both GDP and average income has increased considerably, leading to the improvement of the overall living standard. This achievement cannot, and should not, be belittled.

But, on the other hand, economic growth has not accompanied by similar improvement in the well-being of the entire population. Instead of becoming a “harmonious society”, a development goal put forward by the government some 8 years ago, China today seems to be further away from it. Economic and social problems are piled up. Popular discontent and social tensions are on the rise. As a result, “maintaining social stability” has become a priority on government agenda. It is perhaps no exaggeration to suggest that China is at the crossroad. 



It’s time to reconsider the so-called China model of development. GDP growth is good, necessary, and desirable, but one cannot expect growth alone would solve all the problems. Some times growth, while solving some problems in the short run, creates more difficult problems for the long run. What matters more is not economic growth per se, but types/patterns or quality of growth.
2. Major problems and challenges

1) Economy 

Rapid economic growth shows signs of slowing down. Investment (increased from 35% in 1980 to 49% in 2011, as % of GDP, while the efficiency of investment keeps declining), export, and cheap labor are the major factors driving China’s growth. The advantage of depending on these factors for growth is being exhausted, and the existing growth pattern cannot be sustained. Even the PM of China himself pointed out not long ago that China’s development is “un-balanced, uncoordinated, and unsustainable”. If these problems are not dealt with decisively and with a sense of urgency, rapid growth may end abruptly, and the belief that China will continue to grow at 8% a year for the next 20 years may be nothing more than a wishful thinking.


2) Inequality

Measured by Gini coefficient, China, being a country with the lowest income inequality decades ago, now is among the top unequal societies in the world. This trend is accelerated especially in the last some 20 years. Urban and rural income gap increased from 2.52:1 in 1998 to 3.13:1 in 2011. Income of top 10% of population was 7.3 times of that of bottom 10% in 1988, and became 23 times in 2011. While China jumped to be the world number one in luxury goods consumption, it is also the country with the 2nd largest poverty population, next only to India. The number of China’s population living under the poverty line increased from 26.8 million in 2010 to 128 million recently, due to the not very significant adjustment of official poverty line in 2011, from 1196 RMB a year (about $0.89 a day in exchange rate) in 2009 to 2300 RMB a year (about $1 a day, in exchange rate).

3) Population aging

By the end of 2011, population over 60 years of age reached 185 million, or 13.7% of China total population. It is expected that this age group will be 200 million by the end of 2013, 300 million in 2025, and 400 million in 2033. This makes China number one in the world in terms of: total number of aging population; the speed of population aging; and the challenge in old age care. China became the first big developing country of “aging before being rich”. The society is far from being prepared to meet this challenge.

4) Environment degradation


Despite some efforts, China’s environment conditions continue to deteriorate. China becomes number 2 in the world in carbon dioxide emission, number 1 in sulfur dioxide emission; less than 1% of its 600 cities meet the national standard of air quality; 1/3 of total territory is acid rain zone; half of China’s 600 cities face the shortage of water supply, and 2/3 of them are encircled by industrial and domestic waste; rapid deforestation and desertification of land showing no sign of slowing down. Pollution in China appears to be increasingly life-threatening. One recent official report shows that in the last 15 years morbidity increased by 20%. 

5) Weakening state capacity

A number of studies agree that China’s state capacity has been weakening. The state is no longer able to control/manage/regulate the economy to the degree it used to, due largely to the gradual but steady privatization. Decentralization has rendered the local governments increasing able to ignore the regulations by the central government. One example is, the government started to raise the issue of economic structural adjustment as early as in the mid 1990s, but little has been achieved thus far. The Party and the government are increasingly unable to enforce its discipline. As a result, corruption, disregard of the rule of law, and the abuse of power by government officials are rampant, causing further social discontent. This in turn forces the government to spend increasing amount of resources to maintain “social stability”.

3. Whither China?

There at least 3 scenarios: 


1) Meeting these challenges by effectively dealing with the existing major problems, leading to balanced, sustained, inclusive, and long term development. 

2) Sinking into long term stagnation, or the so-called middle income trap;

3) Entering a period of large scale social unrest or even chaos, because social tension may irrupt, especially if and when the economy runs into deeper trouble or a real crisis. 


Which scenario will become a reality depends on how successful China can deal with the existing challenges. Given the facts that the past efforts of the government have not been effective at all, and that these problems can only get worse as time passing by, the first scenario is perhaps the least possible, even though it’s the most desirable. 
4. What to do


In general, there are at least two options.

One option is to continue following the neo-liberal growth path of the past 20 years, i.e. closely following the principles of liberalization, privatization and marketization, and single-minded focusing on GDP growth at any cost, believing that economic growth will eventually solve all the problems. 


The other option is to rethink seriously the experiences of the reform period, especially in the last 20 years. Lessons must be drawn from the existing pattern of growth, in order to take decisive measures to shift to a balanced, inclusive, equitable, and sustainable path of development. 
Each of these options carries risk. For the former, it is almost certain that popular discontent will grow, which may well lead to increasing social instability. The ever widening gap between the rich and the poor is likely to derail any economic growth. For the latter, making profound adjustment would require a major re-distribution of economic and social resources. This not only will meet fierce resistance of the rich and powerful, but also is likely at the cost of economic slowing down in the following few years at least. 

However, following the first option, i.e. keeping on the existing, neo-liberalism-led reform course, China is doomed. 

Whether China can make the necessary shift depends not so much on the wisdom of the elites, but on the collective effort and pressure of the majority of its population, i.e. the laboring masses. 
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