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ABSTRACT

China had since the fifties developed a system of
occupational welfare which provided ‘from cradle to grave’
benefits and services to urban state-sector employees, who
depended on their work wunits, or danwei, for health
insurance, retirement pensions, housing, various kinds of
subsidies both in cash and in kind, wvarious collective
facilities and services such as nurseries, dining halls,
clinics, bathing facilities, and, in large units, even
schools and hospitals. It was a very rare and extreme

situation of ‘near-complete’ welfare dependence.

This study explains the origins and the nature of this
unique system of welfare and describes how it has undergone

changes in market transition.

Based on the casé study of a large-scale state-owned
enterprise, the study shows that in the course of market
transition Chinese occupational welfare has undergone very
radical changes. Empirical evidence and field data show
that these changes have come about through three separate
yet inter-related processes at the individual, the wofk
unit, and the government 1level: the process reshaping
dependence, the process reshaping the danwei welfare
economy, and the process reforming Labour Insurance. The
system emerging from these changes is no longer a unitary

system worked entirely through the danwei bureaucracy and



is no longer the exclusive rights and privileges of a
particular group of workers. The new system has broken with
the near-complete dependence of the past and it no longer
exempts individuals from their shares of risks and
responsibilities. Emerging from the change is a model of
welfare pluralism with unique cultural and institutional

characteristics.
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A Note on the Romanization of Chinese

There are several systems for rendering Chinese words in
the Roman alphabet. The most widely used today are the
pinyin system used in the People’s Republic of China, and
the older Wade-Giles system, which until recently was
almost universally used in English-language publications.
This thesis uses the official pinyin system. In a number of
cases, renditions in Wade-Giles have also been given in

parentheses.



CHAPTER ONE

The Nature of Chinese Occupational Welfare:

A Liteature Review

Introduction

This study is about ‘occupational welfare’ in the
People’s Republic of China: how it came about, how it
works, its sociological, economic and welfare implications,
and, in the latest phase of the country’s economic reforms,

how it responds to changes induced by market transition.

Since the fifties, occupational welfare has been the
predominant mode by which welfare benefits and services are
distributed in China.' Work units, or danwei,? provide

their members with comprehensive welfare ‘from the cradle

1 In 1991, for instance, the country spent Y109.4
billion on 1labour insurance, a key component of
occupational welfare, but only Y7.1 billion on direct
services and poor relief, and Y14 billion on poor families
in the rural areas (Zhu 1993:46,47,53). Poor families in
rural villages have access to a ‘Five Guarantee Scheme’
(see, for example, Chow 1988:51), which ‘guarantees’ food,
housing, clothes, medical care and burial expenses. In
1991, while only 2.66 million rural poor people benefited
from the ‘Scheme’, 60 times as many (162.7 million) urban
workers and retired workers were enjoying welfare and
protection provided through their work wunits (Zhu
Ibid:47,49). In 1991, there were 343 million urban and 2.5
times as many (855 million) rural residents (State
Statistical Bureau 1995:59).

2 ‘Ypanwei, "work unit", is an administrative term
referring to the organization of almost all wurban
workplaces under the authority of the central government’
(Henderson and Cohen 1984:139).
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to the grave’. Urban employees depend on their work units
for a wide range of benefits and services covering health
insurance, retirement pensions, housing, nurseries,
canteens, bathing facilities, various kinds of subsidies
both in cash and in kind and, in large state organisations,
even hospitals and schools.?® The work unit is at once a
workplace and an ‘urban village’ (Henderson and Cohen
1984:5), a ‘microcosm of an urban community and welfare
organization’ (Bian 1994:177), a ‘multi-functional’ (Lu
1989; Li 1994) social structure and, in the view of some,
a ‘total community’ (Shirk 1993:31). Indeed, Chinese
occupational welfare has turned work units into ‘mini-
welfare states’ (Leung 1992: 6) each assuming a wide range

of welfare responsibilities.

Why was such a system of occupational welfare created
in China? What are its economic implications for the work
units and sociological and welfare implications for their
members? What in this system has changed after the
introduction of economic reforms since 1978? In what ways
have these changes altered workers’ dependency on their
units and affected their life chances and ways of life? How

are they reacting to these changes? These and related

3 The Dagang Petroleum, for example, had 189 canteens,
37 nurseries, 9 hospitals, 37 clinics, 30 primary schools,
21 secondary schools, and numerous shops, grocery stores,
bathrooms and other facilities. It was a typical example of
a ‘da erh chuan’ work unit, i.e. it was large and all-
embracing (Dagang Shiyou Guanli Ju, 1996:70-71). Smaller
work units may not have as many facilities and services.
Nevertheless, they tend to be ‘xiao erh chuan’, i.e. small
but also all-embracing.

- 12 -



questions will engage and configurate discussion in the

chapters to follow.

The Concept of Occupational Welfare

‘Occupational welfare’ includes ‘those benefits that
accrue to wage and salary earners over and above their pay,
including those referred to as fringe benefits’ (Bryson,
1992: 131) and covers, in Britain for example, such
benefits as private pension schemes, paid holidays, sick
pay, death benefits, cheap meals, motor cars and season
tickets.* With few exceptions these are the ‘prerogatives
of the private sector’ (Rein and Rainwater, 1986: wvii).
Entitlement to occupational welfare is based not on
citizenship but on the job status which applies to selected
groups of the working population according to merit, work
performance and productivity (Abel-Smith and Titmuss, 1974:

31; Taylor-Goodby and Dale, 1981: 159-60).

Titmuss (1958) as early as 1958 drew the field’s
attention to occupational welfare. He likened ‘social
welfare’ to the visible tip of the iceberg with two other
forms of welfare, ‘fiscal’ and ‘occupational’ welfare,
hidden from view, and made a strong case for considering

all of them. However, sticking to ‘the principle of a

4 See, for example, Moonman (1973:xi) and Titmuss
(1958) .

- 13 -



unitary and institutionally dominanat statutory welfare
system’ (Pinker 1992:276), Titmuss has a very negative view
of occupational welfare. In his view, occupational welfare
raises ‘questions of equity’ and the ‘whole tendency....is
to divide loyalties, to nourish privilege, and to narrow
the social conscience’ (1958:52), ‘simultaneously enlarging
and consolidating the area of social inequality’ (1958:55).
He believed that only in the public sector could effective

re-distribution be achieved.®

This concern, that the private provision of welfare
could produce inequitabale outcomes, has been shared by
Sinfield (1978), Field (1981), Hoven (1982), Reddin (1982),
Walker (1984:28), Green (1984) and many others, who pointed
out that in addition to direct state welfare in cash and
kind there exist systems of private, occupational and
charitable welfare within the general structure of state
subsidy and regulation. The net effect of redistribution
within these systems is regressive, towards the better off
and most powerful groups. Papadakis and Taylor-Goodby
(1987) also drew attention to the social control
implications of occupational welfare. Pension schemes, for
example, ‘might reinforce mechanisms of control which
induce conformity by an employee to guidelines devised by

the employer as a precondition for the realization of

s This position 1is not shared by ‘modern
conservatives’ who are critical of a social policy based on
rights, citizenship, and entitlement because it neglects
the importance of obligation, responsibility, and duty
(Meade 1986) .
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benefits.’ (Papadakis and Taylor-Goodby 1987: 176).

Yet ‘most writers on the welfare state are silent on
occupational welfare’ (Bryson, 1992: 132).° There are
surprisingly few treatises on the subject and few attempts
which study the ‘ways in which the public and the private
sector interact in the provision of social protection’
(Rein, 1982:133). The preoccupation of welfare state
writers with ‘the idea of state responsibility for welfare’
(Mishra, 1984: xi) and their reluctance to recognize
occupational welfare as an area for government intervention

at all largely explains.

The Origins of Occupational Welfare

Explanations of the origins of occupational welfare in
Western capitalist countries have mostly stressed either
one or a combination of three factors: culture, internal

labour market, and worker power. Let me take each in turn.

1. Culture: This view draws attention to the important
part played by paternalism, ‘a relationship between the
agents in any economic organization in which the employer
acts towards his employees in a manner somewhat similar to
that of a father toward his children’ (Bennett and

Iwaoshino 1963: 224). The relationship implies a pattern of

6 The index to Esping-Andersen’s widely-cited The
Three Worlds of Welfare Capitalism (1990), for example,
does not have any item on ‘occupational welfare’.
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mutual obligations which requires the employer to be
benevolent and employees obedient, loyal, and subordinate.
‘The quid pro quo... is that the workers be loyal and
committed to the company’ (Doeringer 1984: 281). In Japan,
where workers enjoy employment security and preferential
welfare (Vogel 1979; Pinker 1986; but see also Sethi,
Namiki, Swanson 1984; Kendall 1984; Oliver and Wilkinson
1988 for some more qualified positions), Dore (1973)
notices that the ideology of paternalism with its
reciprocal responsibilities and duties had been refashioned
into a conscious managerial strategy attempting to cope
with an acute shortage of skilled labour following the
decision to industrialize in 1867. Paternalism is not,
however, a Japanese trademark. In Britain, as Perkin (1969)
has shown, paternalism was at the heart of the system of
patronage and dependency which characterized pre-industrial
society with its vertically structured bonds of loyalty and
allegiance. Russell’s (1991) case study of occupational
welfare in Britain also leads her to conclude that the
‘paternalistic style of personnel management, with its
emphasis on company-provided occupational welfare, has a
long pre-history in Britain’ (p.xi):
The paternalist’s philosophy reflected a wunitary
concept of the occupational community where, ideally,
harmony prevailed, each individual having his
function, his symbolic duties, his reciprocal
obligations, and his ties of dependency. Attention to
the welfare...for deserving long-service employees was
an expression of the paternalist’s sense of
responsibility and duty. From the viewpoint of labour
management welfarism served as a means of encouraging

reciprocal sentiments of gratitude, loyalty and co-
operation on the part of the recipients’ (p. 271).
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Welfarism was also popular in the United States in
the mid-1920’s. ‘Welfare capitalism arose out of the
corporations’ concern for finding a way of creating in
their workers a sense of loyalty’, and welfare programs
became one specific part of a strategy that aimed at
‘harmonizing’ the interests of capital and labour (Edwards

1979: 91).

2. Internal labour market: This view, expounded mainly
by labour economists, explains fringe benefits by way of
the concept of ‘internal labour market’. Traditional views
on labour markets focus on external markets, seeing a
market in which competing (potential) employers face
competing (potential) employees. This implies a situation
in which there are few attachments between workers and
firms and high labor turnover. As firms grow larger and
more powérful, they try to bring more and more of their
environments under control and ‘internalize’, so to speak,
forces which can potentially upset their profits and
existence. Hence the creation of ‘internal labour markets’
through which to arrange the purchase and sale of labour
power within the firms. Internal labour markets consist of
such mechanisms and institutions as hierarchical job
ladders, limited ports of entry, inducements to stay on the
job, promotion ladders and so on. Seen in this 1light,
benefits and earnings are one part of the institutions and
mechanisms which make up the intefnal labour market. But

while non-Marxist economists regard earnings and benefits
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as a means for maintaining labour stability, which is seen
to be essential to a firm’s productivity (Doeringer and
Piore 1971) and long-term profitability (Chandler 1977),
neo-Marxists regard them as part of ‘a system ...contrived
and consciously designed to perpetuate the capitalist’s
control over the firm’s workforce’ (Edwards, Reich and

Gordon 1973:5).

3. Worker power: In this perspective, capitalists are
not so much interested in as compelled by the organized
power of occupational groups to providing more earnings and
benefits to the employees (Kalleberg, Wallace, and
Althauser 1981) . Elbaum’s (1984) study of American iron and
steel industry during World Ward I and the Great
Depression, for example, concluded that ‘the primary cause
of internal labour market was pressure collectively exerted
by workers for employment security and advancement with
consequences that included rigid internal promotion rules
and a wide range of freedom for competitive constraints and
wage structure’ (1984:101). Benefits and welfare could also
result indirectly from labour power. Jacoby’s (1984) study
of American manufacturing firms in the 30’s and 40’s
noticed, for instance, that pecuniary welfare and fringe
benefits had arisen out of competition with unions to
secure employee loyalty. Firms which introduced such
‘managerial innovations’ ‘refused to bargain over these
benefits and stressed to employees that unions had not been

responsible for them’ (Jacoby 1984:52).
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Clearly not all of these perspectives are relevant for
understanding the origins of occupational welfare in China.
Internal labour markets, for instance, presuppose profit-
seeking firms and external labour markets characterised by
competition and mobility. Such capitalist institutions are
largely nonexistent in the planned economy. Indeed, before
1978, Chinese leaders ideologically rejected these
institutions. They believed in the superiority of a planned
socialist economy and were unwilling to grant ideological
legitimacy to a labour market for state enterprises (Davis
1990:88). Before 1978, there was strict administrative
control over job assignment; wages and benefits were
centrally regulated; salary increases were determined by
state budgets; career promotions followed ranking systems
imposed by central planners; employers were not allowed to
lay off workers; and employment was virtually for 1life.
There were neither external nor internal labour markets. It
was only during the economic reforms of the 1980s that some
limited 1labour markets began to gradually come into
existence. Even then, in the urban state sector, there were
‘extremely high levels of immobility’ and ‘state employees
were "stuck"..., frustrated by their inability to take
advantage of the reform leadership’s stated goals of
reducing bureaucratic controls over employment practices’
(Davis 1990: 87). Chinese occupational welfare cannot be
explained, therefore, in terms of the functions and logic

of internal labour markets.



The worker power perspective is also 1largely
irrelevant. There was no autonomous occupational power, and
trade unions were under the 1leadership of the ruling
Communist Party, co-operating with the government and
workplace management to control rather than serve workers.
Their jobs were to ‘transmit the party line to workers,
encourage production..., engage in political education, and
execute a range of welfare chores’ (Hoffmann 1974:134).
Attempts by early leaders of All-China Federation of Trade
Unions (ACFTU) to define for the trade union a more
independent and pro-worker role were attacked, labelled as
‘anti-Party’ ‘economism’ and ‘syndicalism’, and politically
stigmatized (Ouyang 1994). Trade unions were disbanded in

1967 and not formally reconstituted until 1974.

The culture perspective does appear to be relevant.
Paternalism, as Walder (1986) points out, was inherent in
the ideology and practice of the Chinese firms. Paternalism
had also been found to be prevalent among former Soviet-
type societies. It characterized the relationship between
the state and state enterprises (Kornai 1986: 52-61) and
had been the ‘main mode of legitimation’ (Feher 1982: 69)
for communism before its demise. In these societies,
‘(s)ocial benefits serve...to inspire loyalty to the state’
(Rimlinger 1971: 254) and, ‘thanks to the social services,
the state gains considerably in legitimacy and support’

(Mishra 1977: 144).



In seeking to explain the origins of occupational
welfare in China, this study has taken the position shared
by such writers as Hall (1986), Skocpol (1985), Berger
(1981), and Steinmo et al (1992). This position,
‘historical’ or ‘nmew institutionalism’, maintains that one
should bring the historical context of a national society
back in and examine a policy or an institution by situating
it in both the context of ©political and societal
institutions and a broader matrix of contesting interests

and ideas.

Scholars (for example, Stark and Nee 1989) in the
fields of China and East European studies insisting this
position are critical of approaches which regard these
countries as either some variants of communist totalitarian
states or as modernizing countries on an evolutionary
course converging with that of modern industrialism. They
question many of the fundamental assumptions underlying
these approaches, for example, the image of an atomized
citizenry in the totalitarian model and the idealized image
of Western development in the theory of modernization. They
criticize these overarching paradigms for their failure to
attend to the complex realities and many diversities in
these societies. Also, they were dissatisfied because
during the 1980s ‘the shift to attempted reforms dramatized
the lack of fit between the analytical problems constructed
by the competing theories and those faced in the societies

themselves’ (Stark and Nee 1989:7). Turning away from these
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theories, the new institutionalists have instead subscribed
to the view that state socialism represents a distinct
social formation that has its own institutional logic and
dynamics of development and insisted that theories
explaining processes and outcomes in state socialism must
take into account the institutional arrangements specific

to socialism.

This study of Chinese occupational welfare has been
oriented by similar recognitions. In endorsing the new
institutionalist position, it maintains that Chinese
occupational welfare must be studied in its own national
and historical contexts, and as part of an institutional
configuration characteristic of state socialism. Great care
has to be exercised, therefore, in applying and using
concepts which derive meanings from very different
societal, cultural, and institutional contexts, concepts
such as internal labour market, occupational welfare and

paternalism.

The Nature of Chinese Occupational Welfare

Chinese occupational welfare follows from an
employment relation distinctly different from that typical
of a market economy. In the market economy, an employment
relation is primarily a labour market relationship: ‘a
specific contractual exchange of efforts and skills for

money and other compensation’ (Walder 1986:16) .
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Occupational welfare is one component of an employer-

employee exchange equation.

In China, employment in the state enterprise is not
primarily a market relationship. It is rather ‘a position
that establishes the worker’s social identity and rights to
specific distributions and welfare entitlements provided by
the state’ (Ibid:16). Occupational welfare follows from an
employment relation which relates the individual to the
state and which at the same time defines the former’s
rights and entitlements and the latter’s obligations. Such
rights and entitlements are not extended, however, to all
citizens. They are limited only to a selected sector of the
citizenry: urban workers in employment in the state sector.
This means, in the early 1950s, around 80 per cent, in the
late 1980s, around 70 per cent, and in 1996, 66.7% of the
urban labour force (State Statistical Bureau 1989:101; Hu

1996:126; see also Table 1.4).7

The danwei is therefore more than just a workplace. It
brings the state and its state-sector wurban citizens
together and articulates a relationship of entitlements and

obligations between them.

7 ‘(P)ermanent workers in state industrial enterprises
are the only segment of the industrial labor force to
participate fully in the welfare state’ (Walder 1986:40).
Temporary workers are largely denied these benefits.
Benefits for workers in the collective sector are unstable
and never approach the same level of the state sector.
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But the danwei is also more than just the meeting
place between state and society. In a ‘redistributive
economy’ (Polanyi 1977; Szelenyi 1983; Kornai 1984; Nee
1989, 1990; Walder 1992; Lee 1994) which collects and
distributes goods through centralized decision making and
bureaucratic hierarchies, danwei has become the principal
organizational framework through which the socialist state
allocates resources and redistributes income. Danwei
membership is an important status because it entitles a
worker to the goods and incomes ‘redistributed’ by the
state to its urban population. In market economies, such
goods and incomes would have been supplied basically

through the market.

Occupational welfare is an integral part of such

state-distributed goods and income.?® It typically includes

8 It appears that this is not unique to China. Simpura
(1994), for instance, also notices that in Russia and the
Baltic countries there was a system very similar to what
was found in China: ‘Production and consumption were, in a
way, organized in the same units. Production units, and all
other workplaces as well, were not only a source of
monetary income but also distributive channels for various
commodities and services to the workers...The workplaces
were responsible for the satisfaction of a large part of
the material and social needs of the employees. Commodities
and services were distributed throught he workplace. The
technical management ran the production, trade unions were
in charge of the distribution of goods and services, and
party organs dealt with control and co-ordination. All
these three functions were interwined, both on the level of
workplaces and of the municipalities. In western terms, the
need for services outside the workplaces was relatively
limited’ (p.165). Manning (1992) also notices that ‘Soviet
welfare was, in Titmuss’s terms, largely reminiscent of
occupational welfare’ (p.42). What distinguishes the
Chinese system from its Soviet counteparts was that Chinese
workers were dependent on occupational welfare to a much
greater extent, as explained by Walder: ‘The Chinese
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the following types of benefits and services (Leung
1992:13-14; see also Chow 1988:29-45; Guo et al 1990:3-4;

Walder 1986:59-67) :

1. Labour insurance: This is a non-contributory scheme
covering vretirement, sickness, injury, medical «care,
invalidity and death, funeral expenses, survivorship,
maternity and sick leave. The range of benefits under the
scheme are ‘mandated by the government and in principle
meant to be fairly uniform across work units’ (Hussain
1993:16). The provisions of main benefits covered by the

scheme are as shown in Table 1.1.

2. Allowances and subsidies: These include allowances
given out in cash, on a monthly basis, on, for example,
heating, transportation, food, single-child, as well as
heavily subsidized benefits such as housing, electricity
and water. Housing is easily the most important of these.
State enterprises control about half of all urban housing
stock (Whyte and Parish 1984:82) and state workers depend

on their danwei for heavily subsidized quarters, paying

pattern differs from the Soviet in two important respects.
First, the Soviet Union has not had a system of job
allocation through labor bureaus since the early 1930s,
. relying instead on local advertisements, word of mouth,
and, in recent decades, employment agencies. Second, the
rates of labor turnover there are considerably higher in
the state sector than interviewsd and document suggest is
the case in China’ (Walder 1986:74-5). Granick (1991)
concludes also that China is the norm rather than the
exception among centrally planned socialist economies in
providing some form of an iron rice bowl for state
employees.
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rents that ‘rarely exceed the equivalent of one or two
days’ pay’ (Walder 1986:65). Employees who do not live in
danwei housing but remain in private or municipally owned
housing can receive money grants from their enterprises to

repair their quarters.

3. Collective welfare: Most work-units provide free or
almost free services in a number of the following: clinics,
primary schools, bathhouses, kindergartens, sports
facilities, barber shops, canteens, club houses,
recreational centres, old-age centres, reading rooms, and
daycare and kindergarten, an important service for the
typical family in which both spouses work. In general, the
higher the level of government, the more resources there
are, and the better the collective welfare programs and
facilities available to work-units (Walder 1992; Bian
1994:177-207) . Schools and hospitals are common among
large-scale units. In 1995, one-third of China’s hospital
beds were in unit hospitals and as many as 6.1 million
pupils went to schools run by work-units (Ming Pao, 6

December 1995).

4. Individual welfare: Provided mainly through union
cadres at the cell group level to workers who have personal
or family problems, this includes job placement for the
physically disabled, mediating family, interpersonal and
industrial disputes, counselling ‘delinquents, promoting

family planning and family education, assisting poverty-
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stricken households, and caring for the retired elderly.

5. In-kind distribution: Workplaces are also points
of distribution of ration coupons not only for highly
sought-after industrial goods--sewing machines, bicycles,
radios, watches, and furniture--but also for additional
coupons for grain and other foodstuffs above the rationed
amounts. Before 1979 this was important simply to assure
supplies. After 1979 it is important to get better brands
and pay low state prices. Many enterprises also buy grain,
fruits, meat, eggs, fish, clothes, furniture, and
housewares and distribute them to their employees. One
study has suggested that the distribution of consumer goods
accounted for 10 percent of the total personal income of

employees in state enterprises (Guo et al 1990:5).

These benefits and services are generally non-
contributory, non-fee-charging, free, and when fee-
charging, on only a nominal basis. And, in general, these
are distributed or made available to workers on an
‘egalitarian’ (Guo et al 1990:2) basis. Together they
‘could add at least 50 percent to money wages’ (Hu and Li

1995:168) .



Table 1.1 Selected Labour Insurance Benefits Provided to
Permanent Workers in State-Owned Enterprises

Item

Work-related injury or illness

Work-related disability

Non-work related injury or illness

Non-work-related disability

Injury or illness of dependents

Death benefit

Benefits for death of minor dependents

Maternity benefits

Old-age pensions

Unemployment relief allowance

Source: Zhan (1993:206-284); Walder (1986:44)

Provisions

100% cost of treatment, medicine, hospital, and travel.
100% wage during treatment. Food 2/3 cost paid. Registration fee paid
by patient

Pension 40-90% former wage until death or recovery. Partial disability
resulting in change to lower-paying job: 10-30% of prior wage as
supplement, up to level of former wage

Fees, costs, medicine paid. Employee pays for expensive medicine,
travel, and meals. 60-100% wage up to 6 months, 40-60% thereafter
(amount depends on seniority)

40-50% wage as a pension for permanent disability

Entitled to treatment at clinic or hospital attached to experprise. 50% cost
of treatment and medicine. Expensive medicine, travel, hospital room,
meals, registration fee, examination fee, and medical tests paid by family

Work-related: Lump sum, 3 months pay.

25-50% pay to minor dependents until working age.
Non-work-related: 2 months pay as lump sum. 6-12 months pay, lump
sum, to minor dependents

Lump sum 1/2 month pay for child over 10 years; 1/3 month for child
under 10; no benefit for child under 1 year.

90 days leave at full pay (15 to 45 for miscarriage). Pre-natal care paid
by enterprise, at factory clinic or hospital. 4 yuan supplement on birth of
each child. 8 yuan for multiple births.

Male: At age 60, with 25 yrs. seniority, and 10 yrs. with present
enterprise, 60-90% pay, depending on seniority. If continues work after
retirement age, 10-20% pay in addition to full pay.

Female: Same, but retirement age is 50, with 20 years seniority and 10
years at current job

Workers with 5 or more years of service: up to 24 months’ support; during
the first 12 months, 60 to 75 percent of standard wage; during the next 12
months, 50 percent (thte standard wage is calculated as the worker’s
average monthly wage over two years before leaving the enterprise); and
for workers with less than 5 years of service: up to 12 months’ support at
60 to 75 percent ofstandard wage
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It is only too clear that, because of all these
benefits and services, workers cannot but become highly
dependent on their danwei for satisfying a broad range of
their needs. Through the 1late 1970s, in China, such
dependence was accentuated by the fact that there was also
a scarcity of alternatives and no real ‘exit’ (Hirschman
1970) option: ‘movement between enterprises was tightly
restricted; residence controls were strictly enforced;
housing and consumer goods were in extremely short supply;
and common consumer items and even basic foodstuffs were
rationed through the workplace’ (Walder 1986:17). Shortages
were compounded by the fact that wages had been kept low
and effectively frozen ﬁhroughtout the 1960s and 1970s
(Parish 1981:39). During these years, there were few
commodities to buy from the market and little to buy with.
Such shortages and controls easied in the 1980s. A major
theme discussed in the chapters to follow is on how the
economic reforms begun in 1978 by the Chinese patriarch,
Deng Xiao-ping, challenged and upset this pre-existing
pattern of dependence, creating new problems and

possibilities for danwei workers.

The Chinese system of occupational welfare has
resulted in a number of social and political consequences.
One significant consequence is that it has provided an
important source of regime legitimation in China. As Walder
(1986) points out: ‘The extraodinary job security and

benefits, the goods and services distributed by the state
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enterprise in a situation of scarcity that affects other
sectors of the workforce more severely, is an important
source of acceptance of the system’ (p.249). Occupational
welfare vindicates the ‘superiority of socialism’ and its
care for the welfare of the working class (Saich 1984:153).
Indeed, the popular support that the Chinese Communist
Party developed in urban areas in the early years of the
Republic depended to no small extent on ‘the ability of the
new government to equitably and honestly distribute goods
and services so that popular consumption needs would be met

at low and stable prices’ (Whyte and Parish 1984:103).

A second consequence is that it has turned work units
into gemeinschafts, communities which encompass many
agspects of the life of their members. As encapsulated in
one popular expression, ‘giyie ban shehui,’ or in English,
‘enterprises run the society’ (Bian 1994:177), each work
unit is in effect a ‘small society’ (xiao she hui), a
microcosm of the urban community. It integrates in one
structure such a wide range of functions and
responsibilities it no 1longer 1is Jjust an economic
organization. The Chinese saying, ‘the mayor governs the
factory managers, and the factory managers govern the
society’ (Leung 1992:2), vividly highlights this

gemeinschaftlich character of the work unit.

The gemeinschaftlich character of the work unit is

underpinned also by two important conditions, firstly, by
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the fact that it has ‘a lifetime, relatively immobile
membership’® (Womack 1990:324) and secondly, by its
tendency to reproduce membership by recruiting from among
close kin and relatives (Leung 1992:5; Davis 1988). There
was preferential distribution of job opportunities to
family members (Walder 1986:66). Many spouses worked in the
same unit (Henderson and Cohen 1984:36) and, between 1978
and 1986, when dingti (‘replacement’) was allowed, many
retiring parents simply passed their jobs to their
children. State-sector jobs became virtually inheritable
(Gold 1980; Davis-Friedmann 1981; Shirk 1981). The work
unit is like a ‘small society’ in the sense that it is
close to self-sufficient both in terms of reproducing its
population and in terms of the wide range of services which
it provides to its members. In most cases, members of this
‘small society’ share such services and many aspects of

their life together over long periods of their life time.

Within their ‘small societies’, factory managers are
responsible not only for organizing production, but also
managing the welfare of workers and their dependents
(Walder 1989). They are like paternal heads of extended
households who assume diffuse responsibility over the
welfare of their members (Yue, 1991, quoted in Leung

1992:6). ‘Marriage, divorce, childbearing, education, job

> Two-thirds (65.2 percent) of the workers interviewed
in a 1988 survey of urban residents had never worked for
another work-unit. Around one quarter (24.0 percent) had
moved their jobs only once (Li and Wang 1992:278).
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assignment, job transfer, and the resolution of conflicts
all involve the knowledge and, in most cases, approval of
these leaders; they are also responsible for the personal
well-being of their staff’ (Henderson and Cohen 1984: 42).
A survey of Guangzhou residents, for example, noticed that
‘(w)hile one’s boss rarely comes into the picture in Hong
Kong, seeking help from the danwei chiefs is not that
unusual in Guangzhou, particularly when one has marital or
family problems, when the family encounters financial
dificulties, or when one has difficulties in work or
career’ (Lee .1995: 17). Managerial relations have been
described as paternalistic ( Henderson and Cohen 1984;
Walder 1986;) or ‘fief-like’ (Boisot and Child 1988) and
the state-owned organisation and management as ‘a clan-like
structure with a heavy emphasis on informal communication,
patriarchal decision-making, guranteed pay, and egalitarian
performance criteria based on the hierarchy’ (Baird et al.

1990) .

But danwei leaders are not just paternalistic figures.
Wielding power over the Dbureaucratic allocation of
resources, they are effectively also ‘gatekeepers’?® (Vogel
1989:409-14) whose decisions have important implications
for the 1life chances of their subordinates. As they

operated with considerable personal discretion over such

1 On the concept of ‘gatekeeper’, see also Pahl
(1975) which defines ‘gatekeepers’ as ‘those crucial urban
types...who control or manipulate scarce resources and
facilities’ (p.206).
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decisions, ‘a competitive effort by subordinates to
manipulate personal ties (with them) in order to get their
needs met was inevitabale’ (Whyte 1991:267).'' This has led
to a proliferation of ‘clientelist ties’ (Walder 1986) and
networks of personal connections, or guanxi'? (Yang 1994),
which trade favors and advantages against, irrespective of,
or exploiting formal rules and relations. Guanxi networks
and rampant ‘back-door practices’ have become the dominant

landscape of Chinese organizational life.

Workers’ dependence on the danwei for satisfying a
broad range of their needs, hightened by the 1lack of
alternatives outside and exit from the unit, has another
important consequence: it underpins danwei’s control over
many aspects of their life. Because the danwei is in actual
fact a branch of government and its leaders state and party
officials, such control is more than economic. It is also
political: it reinforces the state’s domination over

society.®® Work units not only provide many essentials of

11 The concepts ‘rent’ and ‘rent-seeking bahaviour’
also throw 1light on the strategic position of the
‘gatekeepers’. In the light of these concepts, rent can be
‘administratively generated’ (Krueger 1974), as when,
within the danwei, power to mediate the distribution of
welfare is given to certain ‘gate-keeping’ positions.
Occupants of these positions appropriate the value of the
rent in the form of bribes (financial corruption) or
political loyalty.

12 The cultivation of personal connections (guanxi) is
not, however, new. It is a prominent feature of Chinese
society (Fried 1954).

13 The crucial notion here is that unequal exchange
between two parties, in which one depends on the other for
services or resources, results in a power relationship
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life. But, as Whyte (1991) notes: ‘They supervised the
leisure time activity of their members, zran 1local
cleanliness campaigns, organized innoculation drives
against diseases, mobilized the flocks to guard against
crime dangers, mediated interpersonal and marital disputes,
and screened applicants for marriages and divorces (and
eventually for childbearing). They regularly organized
mandatory political study sessions for employees and
required the latter to submit to criticism and self-
criticism rituals, and they occasionally extended the
activities to dependents of employees as well. The
bureaucratic overseers in such urban work units had no
clear limits on what activities and thoughts of employees
(and family members) they could supervise and control’
(p.261-2). The result was a ‘highly intrusive and
penetrating system’ which ‘maximize(d) official control

over primary groups at the urban grass roots’ (p.262).

These then are the formidable ‘social facts’ of danwei
life. As ‘exit’ 1is unlikely and ‘voice’ difficult when
workers are ‘facing a reward system that penalizes the
voicing of genuine criticisms of conditions and of group
demands’ (Walder 1986:247), the only real ‘option’ for most
has been that of ‘loyalty’ (Hirschman 1970), in other
words, of staying on. In the context of the danwei, the

‘loyalist’ response of the Chinese workers has given rise

between them. See Emerson (1962) and Blau (1964) for some
classic statements on this perspective.
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to a distinct set of shared wvalues and attitudes,
orientations, and habituated behaviour, or ‘culture’ in the
broad sense of the term, that enable them to come to terms
with the conditions of danwei life and, indeed, ‘beat the
system’ (Walder 1986:247). This culture consists of, first
of all, the value of obedient compliance with the direction
and wishes of cadres and leaders; secondly, of passivity,
of, indeed, expecting and looking to danwei leaders to make
all possible decisions; thirdly, the attitude which takes
it for granted that workers be cared for by the danwei and
which regards it as danwei’s obligation and responsibility
to cater to the many needs of its members; and fourthly,
the expectation that, in the provision and distribution of
welfare, no one should be left out and every one should
have an equal share, the wvalue, in other words, of
‘egalitarianism’ (pingjun zhuyi). What has emerged is, in
short, a culture of paternalistic dependence.* The culture
obliges the danwei and its members to their respective
‘carer’ and ‘cared for’ 1roles and stabilizes their
reciprocal expectations: while workers can be expected to
be co-operative and compliant, the danwei is expected to do
whatever it can to take ‘good’ care of its workers. The
culture perpetuates dependence just as it also reinforces
paternalism. An important theme discussed in the thesis is
on how economic reforms and the rise of the mixed economy

had given rise to changes which upset this culture and

1 gSee Yu (1991) for an insightful discussion of this
culture.
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forced the danwei and its members to make adjustment to new
risks and opportunities. It looks at how their response and
adjustment was shaped by the culture and the extent to

which they moved away from its influence.

Chinese occupational welfare is thus much more than
just ‘fringes’ marginal to employment relations and life at
the workplace. It is an integral part of life in a state
redistributive economy. It underpins the paternalism and
particularism that pervades danwei relations. It fosters
workers’ dependence on and ties them to their respective
work units. It is at the root of the power-dependence
relationship between danwei and its members. It helps to
turn the workplace into a gemeinschaftlich community that
encompasses and controls many aspects of the life of its
members. It 1is also an important means by which the

socialist state legitimates its rule.

The Economics of Chinese Occupational Welfare

In economic terms, Chinese occupational welfare is
also far from being just ‘fringes’. For the workers, it is
what provides them basic security, various essentials of
life and scarce commodities. Throughout the sixties and
seventies, when wages were low and when there were serious
shortages in all kinds of consumer goods and services,
occupational welfare was the de facto life-line for many.

As conveyed in one popular expression, ‘low wage, high
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welfare’ (digongzi, gaofuli), occupational welfare has an
importance surpassing that of money wage. It is obvious,
also, that in money terms, occupational welfare is an
important source of additional income. For instance, ‘total
work-related insurance and other types of welfare
expenditures may be as high as 526.7 yuan per worker, or
81.7 per cent of the average wage. This does not include
the value of access to low-cost housing’ (Minami 1994:217).
In the area of housing, rents have been very low, absorbing
just under one and a half per cent of the average family
income. A state employee in a 50 square metre flat might
have benefited to the tune of nearly 100 yuan per year for

maintenance and administration costs alone (Ibid).

It goes without saying that, for the |units,
occupational welfare is a hefty financial commitment. In
1994, welfare expenses in state enterprises, not including
housing subsidies, amounted to Y162.87 billion, or about 32
percent of the total money wage bill of ¥517.74 billion. In
1978, the share was only 14 per cent (Y6.69 billion of

Y46.87 billion), as shown in Table 1.2.

A major reason for this staggering growth of welfare
expenditures had been the rapid increase of welfare for
retired workers. There were 8 times as many retired workers
in state enterprises in 1994 than in 1978 and, in less than
20 years, expenses on retirement benefits had increased by

more than 60 times, from less than 2 to over 100 billion



yuan (see Table 1.3). In 1994, 45 percent of the labor
insurance and welfare funds in state-owned enterprises were
spent on pensions paid to retired workers, as shown in

Table 1.4.

Medical care was the next most expensive benefit. In
1994, almost one-third of the labor insurance and welfare
funds were spent on medical care for employees and retired
workers. The cost of medical care had risen by almost six
times between 1986 and 1994 (State Statistical Bureau 1988,
1995) and was expected to rise at an annual rate of 30
percent (Li 1996:66) . The increase in cost was partly due
to an increase in prices and a change in the quality of the
services (Hussain 1993:26), and partly due to the ageing of
the population!® and an increase in the number of state-
sector employees covered by medical care insurance.!® 1In
1994, work units were on the average spending as much as 9
percent of their wage bill on medical care. There were also
reports of cases in which work units were spending more on

medical care than on the wages of their workers.!’

13 The proportion of the population aged 60 and above
increased from 7.6 percent in 1982 to 8.9 percent in 1989
(Zhou 1995:158).

' The number of state-sector employees receiving
medical-care insurance provided through workplaces
increased by 90 percent from 72 million in 1980 to 137
million in 1991 (Zhou 1995:158).

17 A survey of 28 state-owned enterprises in Guangzhou
found 15 of them spending all their labor insurance and
welfare funds on health care (Bo and Dong 1993:196).
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But housing was the most expensive of all. Housing was
heavily subsidised, when workers were spending only around
2 percent of their household income on housing. Rental
payment covered but a very small fraction of the total cost
of new housing or maintenance and repair. In 1993, housing
subsidies were estimated to be about Y130 billion, more
than the sum of expenditures on old-age pensions and
medical care and nearly as much as the entire amount spent
on labour insurance and welfare funds (Guojia Jinji Tizhi
Gaige Weiyuanhui 1995:48). With the housing stock more than
doubling during the 1980s, subsidy costs also grew very

rapidly.



Table 1.2 Labour Insurance and Welfare Funds” as
Percentages of Total Wage 1in State-owned
Enterprises 1978-1994

Labor Insurance Total Wage Labor Insurance
and Welfare Bill and Welfare
Funds billion an Funds as
(billion yuan) Percentage of
Total Wage
1978 6.69 46.87 14.3%
1980 11.60 62.79 18.5
1984 21.04 87.58 24.0
1985 26.99 106.48 25.3
1986 34.00 128.85 26.4
1987 41.18 145.93 28.2
1988 53.34 180.71 29.5
1989 62.80 205.02 30.6
1990 77.01 232.41 33.1
1991 90.49 259.49 34.9
1992 108.66 309.04 35.2
1993 137.45 381.27 36.1
1994* 162.87 517.74 31.5
* Insurance and Welfare Funds: Paid by work units to

their retired workers and employees on top of their
wages and salaries, this includes, for employees:
medical care allowances, funeral expenses and
provisions for family of the deceased, various kinds
of subsides for living expenses, subsidies for such
facilities as nursery, kindergarten and barber shops,
subsidies for one-child families; and, for retired
workers, pensions, allowances and subsidies, medical
care cost, transportation subsidies, funeral expenses,
and so on. Housing subsidies and food allowances are
not included.

e As from 1994, subsidies for transportation as well as
barber and bath fees are covered by ‘wages’.

Source: State Statistical Bureau (1995: 108, 685).



Table 1.3 Number of Retired Workers (million) and Labour

1978
1980
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994

Source:

and Insurance funds for Retired Workers (billion
yuan), in State-owned Enterprises, 1978 - 1994.

Number of Ratio of Labor Insurance
Retired Employees to and Welfare Funds
Workers Retired for Retired
(million) Workers Workers
(billion yuan)
2.84 26.2 1.63
6.38 12.6 4.34
10.62 8.1 8.46
11.65 7.7 11.92
13.03 7.2 16.16
14.24 6.8 20.05
15.44 6.5 25.64
16.29 6.2 30.97
17.42 6.0 38.24
18.33 5.8 45,97
19.72 5.5 57.28
21.43 5.1 75.28
22.49 4.8 102.20

State Statistical Bureau (1995: 688, 690).



Table 1.4 Labour Insurance and Welfare Funds for Employees and
Retired Workers in State-owned Enterprises 1994
(billion yuan)

For Employees (billion Y)
Subsidies for Public Welfare 12.02
and Facilities
Expenses fgr.Cgltural and 2.14
Sports Activities
Medical Care 30.92
Funeral Expenses and Pensions for 1.21
Dependents
Subsidies for Living Expenses 1.17
Subsidies for Family Planning 1.68
Subsidies for Heating in Winter 2.71
Others 8.82

Sub-total 60.67

For Retired Workers

Pensions* 73.35
Medical Care 16.36
Funeral Expenses and Pensions for 1.45
Dependents
Tfansportation subsidies : 1.08
Subsidies for Heating in Winter 0.67
Others 9.29
Sub-total 102.20
Total 162.87

*Pensions: This includes pensions for retired workers and
cadres

Source: State Statistical Bureau (1995: 686, 688)
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The Socialist Firm in Market Transition

Workers’ heavy dependence on their work units for
occupational welfare is mirrored at the macro level by the

heavy financial dependence of the work units on the state.

In the pre-reform days, the state sector was
administered by the command economy. The ‘socialist firm’
depended on the state for every thing from output targets
to wage funds. In conditions of ‘soft budget constraints'’
(Kornai 1986), it was not required to be sensitive to cost
and price considerations and could always rely on the
‘paternalistic state’ (Ibid: 52-61) to bail it out of
trouble. Survival was guaranteed by the state regardless of
its performance , and its growth was determined by central
planners who allocated resources on the basis of
bureaucratic procedures. As Kornai incisively analyses:
‘Because budget constraints are lax, the firm has little
pressure to use resources and investment efficiently. In
fact, it often has every incentive to use them
inefficiently: rewarded for expansion and physical output,
the socialist firm’s managers seek to hoard and hide
reserves and to maximize the resources and investments
allocated to it. For this reason, the firm’s demand for
resources is theoretically limitless. This perpetual hunger
for resources, in turn, gives rise to chronic shortages
throughout the economy as firms pump the state for more

workers, equipment, raw materials, and investments
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irrespective of their financial situation or ability to use

those resources efficiently’ (Stark and Nee 1989:9).

As in other socialist economies, China eschewed hard
budget constraints. ‘The soft budget constraints for
industry resulted in inefficiency, low productivity, waste,
and chronic shortages, especially of consumer goods and
foods. All of this cost the state a great deal of money’
(Gold 1990:162). Working under soft-budget conditions,?!®
state-sector enterprises could largely disregard the cost
and efficiency implications of occupational welfare. They
could afford generous welfare provisions to their employees
firstly because these were all paid for by the state:
‘their benefits are passed directly to the state budget and
do not represent a cost to enterprise management, because
a fixed proportion of the wage bill is set aside each year
for funding these provisions, and the funds cannot legally
be used for other purposes’ (Walder 1986:43). Secondly, it
was because their growth and survival had nothing to do
with profit. It had more to do with their size and the
scale of their production. ‘'The permanently loss-making
enterprises can survive and even expand. The final amount
of profit is not decided by the market but through
bargaining between the enterprise and its superior

authorities’ (Kornai 1990:192). There was therefore little

18 Kornai visited China in 1985 and found that the
phenomenon of ‘soft budget constraint’ was prevailing there
too: ‘'In the course of our talks with Chinese economists
they used this expression, which they had learnt £from
Hungarian literature, repeatedly’ (Kornai 1990:192).
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pressure on enterprises to run occupational welfare
efficiently, cut cost, and reduce expenditure. The pressure
was rather in the opposite direction: in Kornai’s words, to
‘pump’ the state for ever more allocations. Throughout the
period from 1949-1989, state subsidies to support ailing
enterprises and regulate the supply and prices of goods
amounted to as much as 20 percent of state expenditure
(Leung 1994). ‘It was this type of support, even in the
face of inefficiency and low productivity, that provided
the metal for the "iron rice bowl" and which enabled people
to keep their jobs and feel secure irrespective of their
own performance or that of their enterprise’ (Westwood and

Leung 1996:383) .

The institutional environment for occupational welfare
has been radically transformed by the economic reforms
introduced since 1979. ‘Market transition’ (Nee 1989, 1991,
1992) reduces the role of bureaucratic allocation and
increases the role of the market. In less than ten years’
time, it has ushered in a ‘mixed economy’ which ‘retain(s)
some elements of the traditional Soviet-type economic
system along with the adoption of some elements of market
socialism’ (Dernberger 1989:21), with a dominant but
shrinking state sector co-existing with an expanding non-
state sector. The mixed economy is characterized by the
‘coexistence of multiple ownership forms’ (Nee 1994:6). It
consists of not only state- ' and collective-owned

enterprises but a growing number of ‘private business’
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(siying giye), share-holding companies and various forms of
joint ventures with foreign and overseas Chinese capital;
Market transition has also given rise to mixed or ‘hyprid
organizational forms’ at the ‘grass-roots level’ (i.e., in
the firm). ‘Within many firms today, the market and
planning coexist: some subunits are operated according to
the principles of a market economy, while others are still
state- or collective-owned and operated according to the
principles of a planned economy.... A typical firm is now

a hybrid’ (Su 1954:199).

In 1994, there were 8 million enterprises in the non-
state sector employing 22 million workers. Their output
accounted for 25 percent of the country’s gross output
value of industry. State-owned enterprises were still the
main employer, employing two-thirds (66.4 percent) of
China’s urban labor force. But they were producing only
one-third (34.1 percent) of the country’s industrial output
(see Table 1.5). In Guangzhou, both in terms of number of
employees and size of capital asset, the non-state sector
has grown to almost as big a size as the state sector

(Guangzhou Shi Tongji Ju 1995:76-78).

The downscaling if not yet dismantling of the command
economy has many implications for both the danwei and its

workers.






































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































