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The Political Economy of the Chinese Coal Industry

Coal mining is one of China’s largest industries, and provides an excellent case study through which to consider the broader issues of China’s transition from socialism to capitalism, focusing on the shift to a market economy, the rise of rural industry and the situation of China’s working class.

Coal was one of the pillars of the planned economy but, the author argues, its shift to market-based operations has been protracted and difficult, particularly in moving from the artificially low prices of the planned economy to marketprescribed prices – a change that had a major impact on the industry’s financial performance.

The book goes on to consider the growth of small rural coal mines as part of the Township and Village Enterprises (TVEs) programme; these small mines have brought prosperity to areas where small manufacturing enterprises are not competitive, but at the same time have been the cause of many social and environmental problems. It also examines the situation of coal miners – arguably among the most vulnerable members of the Chinese working class – under both socialism and capitalism, paying particular attention to the issue of work safety and coal mine disasters.

The book provides a comprehensive and coherent treatment of these issues from the establishment of the People’s Republic up to 2010.

Tim Wright is Emeritus Professor of Chinese Studies, University of Sheffield, UK. He is author of Coal Mining in China’s Economy and Society, 1895–1937.
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Glossary


	Key SOE mine (Guoyou zhongdian meikuang): A category of the largest mines, which, for most of the period, were run by the central government, though many are now run by semi-independent corporations.

	Local SOE mine (Guoyou difang meikuang): State-owned enterprises run by local governments from county to provincial level. The relative proportions run by county, prefecture and province have changed over time, with a general trend towards a larger proportion being run by the lower administrative units.

	TVM/TVE mine (Xiangzhen meikuang): Mines run by small private enterprises or by the local state at village or township level; known before 1984 as ‘commune and brigade mines’ (shedui meikuang).
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Introduction

China’s political economy and the coal industry

Coal and coal mining are central to the story of China’s economic development. From the Song dynasty (960–1279) China pioneered the use of coal to smelt iron and steel, albeit without fully overcoming the technological problems involved (Hartwell 1967; Wright 2007). During early modern industrialization, the industry again played a central role, as employer of industrial labour, as supplier of fuel to other industries and as a pawn in the struggle both between Chinese and foreign interests and between bureaucratic and private entrepreneurs (Wright 1984). After 1949, the industry became one of the pillars of the planned economy and it was crucial to the fuelling of China’s industrialization.

More recently, Kenneth Lieberthal and Michel Oksenberg (1988: 89) wrote: ‘Probably no ministry is more important to the economic development of China than is the Ministry of Coal.’ By the beginning of the twenty-first century, China had become the major global producer of coal, which continued to be the country’s key source of energy long after most other countries had switched to oil. Whole regions, particularly of central China, saw their incomes boosted by the rise of small rural mines, and suffered the environmental consequences. Finally, coal was never far from the centre of politics, both because state regulation inevitably has a role to play in the industry in order to preserve the social interest, and because the horrifying toll of coal production on miners’ lives exemplified for public opinion the costs of China’s pattern of growth.

This book asks what the experience of the coal industry can tell us about broader developments in China’s political economy. The questions it asks are those located at the intersection of economics and politics. How is the transition from a command to a market economy managed in an industry that has a profound influence on other economic sectors and on the living standards of the populace? What have been the costs and benefits of rural industrialization in the case of the coal industry, and what political issues has that process created for the state? Have China’s workers been losers in the transition towards capitalism, and what do miners’ working conditions tell us about their situation in China’s planned, reform and capitalist economies?

The Evolution of China’s Political Economy

The move from a planned to a market economy, the industrialization of rural China, and the undermining of the position of the urban working class have been central to the transformation of China’s political economy since 1978. Many specific measures embodying these changes, such as the introduction of market prices, the regulation of rural mines and the improvement of work safety, have often been seen within China as technical issues, for which a regulatory (or even a more narrowly technical) solution could be found. This book will, however, argue that even these measures must be seen predominantly in a political context. As Susan Shirk (1992: 59) wrote:

A transformation of the economic structure involves redistributing authority and rewards among sectors, bureaucratic agencies and regions … The groups who were favored and protected by the old command economy and who feel threatened by changes in the economic system resist the reforms or fight to retain as much of their original privileges as they can.

It is difficult to document this statement because the Chinese political system has tended to delegitimize the expression of sectional interests (Pye 1981: 118). At Party gatherings or work conferences officials have sometimes been able to speak on behalf of the industry – though less so of the geographical area – that they represent (Shirk 1993: 98–9). It has been difficult, however, for them to express such opinions in the public arena. Nevertheless, Vice-Premier Tian Jiyun (cited in Shirk 1992: 59) recognized in 1986: ‘The overall reform of the economic structure is, in a sense, a readjustment of power and interest, in which a large amount of contradictions exist.’

Our understanding of the way different social groups benefit from and lobby for particular forms of government regulation is informed by the theory of rents and rent seeking (Tullock 1995; Tollison and Congleton 1995; Khan 2000)1.There are, however, two major differences between the Chinese experience and classical rent seeking. First, most of the literature has focused on democratic and capitalist societies. Clearly, China is an authoritarian society and for much of the post-1949 period its economy has been described as ‘socialist’. State regulation has, however, been even more pervasive in socialist than in capitalist economies, and some have argued that socialist societies have been based on the creation and distribution of rents (Anderson and Boettke 1997). Barry Naughton (2008a: 92–3) likewise sees the Party state’s control over the distribution of rents as central to the maintenance of its power. Throughout the period of the planned economy, the ‘enormous’ monopoly rents generated by the consumer – and manufactured producer – goods industries created the conditions for favourable treatment of all urban classes. Urban industrial workers were protected from competition from rural enterprises in the commodity market and rural workers in the labour market, and they enjoyed living standards that, while still low, were nevertheless higher than they would have been had factor and product markets operated freely. For their part, cadres and managers enjoyed rents mainly in the form of privileges and access to non-market goods rather than direct monetary rewards (Anderson and Boettke 1997: 43–4, 47). Beyond that, the state redirected the rents disproportionately into investment in the machine-making (though not, on the whole, raw-material-extracting) industries.

Thus, rents certainly existed in socialist societies, but the society-wide rents accruing to the state in a socialist system are different from most rents in a capitalist society. In the latter, rents created – for example, by import tariffs – raise domestic prices and thus create profits that accrue to a small group of producers, who therefore lobby for the imposition of the tariffs. In socialist societies, the rents, at least initially, accrued to the state and there is little evidence that they resulted from competitive rent seeking or overt or covert lobbying by those (consumer goods) industries where most rents were created. Once in state hands, the rents were used partly to subsidize the supporters of the Party state and partly to finance the heavy industrialization strategy. Most studies suggest that the heavy industrial producers, through their respective ministries, exercised the greatest influence and captured the largest share of the rents.

Second, rent seeking theory mostly focuses on regulation creating prices higher than market clearing prices and thus leading to supernormal profits. However, in China, an important part of the system was maintaining low prices for raw materials, including both agricultural products, particularly grain, and minerals, such as iron ore and coal. For the producers, this created not super profits, but super losses. But these low prices allowed the state to direct benefits in the form of cheap supplies to social groups it wished to favour. The differences between this scenario and classic rent seeking have led some to develop an alternative theoretical concept – that of ‘surplus’. Xiaobo Hu (2009; see also Fung 1987) argues that China’s planned economy set prices below market-clearing levels and controlled supply by rationing, establishing a structure of incentives different in essential ways from that described in the rent-seeking literature. As yet, however, this usage has not become general, and this book will continue to use the term ‘rent’ to indicate the resources redistributed by government regulation even through artificially low prices.

In this book, the evolution of China’s political economy since 1949 is divided into three major periods: the ‘socialist’ period,2 from 1949 to 1978, when, in part at least, China had a command economy; the reform period, from the late 1970s to the mid-1990s, when the transformation of the economy began, but mainly through the rapid growth of a market sector alongside the state-owned enterprises (SOEs), which still operated in a partly planned environment; and a capitalist period, from the mid-1990s, characterized above all by the extension of market forces into the arena of the SOEs and their workers.

The Socialist Period

China’s economic system up to 1978 was largely modelled on the Soviet Union’s command economy (Naughton 2007a: 55–62). Industrial production was monopolized by the state, with even collective enterprises operating as if they were state enterprises (Bramall 2009a: 156). The state’s monopoly was jealously guarded. In the 1950s rural areas were deindustrialized as industrial activity was concentrated in urban SOEs (Grove 2006: 185–7, 197–8, 263; Naughton 2007a: 272). The state’s monopoly of industry both enabled and provided the motivation for a system of administered prices that put high prices on industrial products, low prices on agricultural, and other raw material, commodities. The rents (profits) generated through these prices constituted the basis of state revenue, and were redirected into social benefits for key groups whose support or acquiescence the Party state needed, and into further industrial investment. The strategy adopted – to varying degrees and in different forms – was one of ‘big push industrialization’, involving a relatively (sometimes very) high rate of investment, which was directed mainly into industries at the upper end of the value chain, especially producer goods industries with strong linkages downstream.

Organizationally, China was basically a command economy, with investment decisions being determined politically and administratively, rather than based on price signals reflecting marginal cost. Nevertheless, China’s low level of development meant that the centre could exercise less control than in the Soviet Union, and there was a continual alternation of policies of centralization and decentralization – mainly to provinces and localities rather than enterprises. Much of the ‘planning’ took place at provincial or lower levels.

In social terms, few would now argue that the regime was a ‘workers’ state’ in any meaningful sense. Instead, the state enjoyed a high degree of autonomy, with an overarching elite agenda to promote nation building, development and industrialization (Skocpol 1979: 266–7, 286). Nevertheless, the Party’s rhetoric identified industrial workers as the basis of the regime. The new government moved quickly in 1949 to show its concern for China’s workers. According to an official history (Ni 1997: 44): ‘From the very first day of the establishment of the People’s Republic these [labour] regulations fully reflected the state’s concern for, emphasis on and respect for the position of the working class in the state and the workers’ democratic rights and material interest.’

The state did deliver benefits to workers through an implicit social contract by which the Party traded a protected (if still low) standard of living for a relatively privileged stratum of urban state workers in return for their support or at least acquiescence. The contract included secure employment and a total income package – including both wages and subsidies that sometimes equalled or even exceeded the wages – substantially higher than would have obtained in a fully functioning labour market (Lardy 1984: 853–6; Putterman 1992: 468; Selden 1993: 167–8). The benefits did not cover all workers, however. Chinese workers were differentiated into hierarchical status groups (Walder 1984: 28–40), with the deepest distinction being between urban and rural workers. Even within the urban sector, however, workers’ benefits were closely correlated with their enterprise’s size and place in the administrative and fiscal hierarchy; in general, wages and conditions were better the larger the enterprise and the higher its position in that hierarchy (Walder 1992: 531–2).

The Reform Period

From 1978, the Chinese state embarked on an accelerating transition towards a more market-oriented economy. In the early stages the process was characterized by gradualism and dualism. In contrast to the ‘big bang’ policies adopted in Russia and some countries of Eastern Europe, China’s transition has been extended over three decades, and has avoided the near economic collapse experienced by Russia. A dual-track approach was an important aspect of gradualism, encouraging new economic actors to move into profitable niches while initially making little change in the environment of the SOEs in order to avoid threatening the interests of the key beneficiaries of the command economy (Naughton 2007a: 85–8). Thus, a rapidly expanding market-oriented rural industrial sector grew up alongside but did not replace the old urban SOEs.

Central to the dual-track approach was a price reform strategy that enabled commodities to circulate both at market prices and, within the command economy, at administered prices. The reformist leadership believed that the system of prices they had inherited created two major problems (Guo Jiann-Jong 1992: 21–2). First, it prevented the planners from ascertaining whether sectors or enterprises were being run efficiently (Bramall 2009a: 348). The high prices for consumer goods meant that a manufacturer of, for example, television sets could hardly fail to be highly profitable, regardless of efficiency, because most of the ‘profits’ were in fact rents created through the price system. In contrast, an iron ore mine was more or less doomed to loss making by the low prices for its products (Shirk 1985: 200). So, there was little incentive either to improve efficiency or for materials producers to increase output. Thus, the reformers aimed to encourage efficient resource allocation at the micro level by providing management with ‘rational’ price signals on which to base decisions.

The second, broader and more political, problem involved resource allocation between economic sectors. Under planning, prices fell furthest behind what would be dictated by supply and demand in three main areas: agricultural procurement prices (the prices paid by the monopsonist state to the farm sector for agricultural products); urban food prices (the prices charged by the monopolist state to urban workers for basic foods); and raw materials and energy prices in the industrial sector (Xue 1981: 143–4). The low agricultural prices policy, on which low urban food prices were predicated, prevented prices being used as an incentive to increase agricultural production, though it remains controversial whether it resulted in a net transfer of resources out of agriculture (Bramall 2009a: 245–7). In industry, low prices for energy and materials acted as disincentives to increase their production or to economize on their use, posing particularly severe problems for extractive industries, where diminishing returns mean that costs rise over time. Prices increasingly diverged from marginal cost and the state budget had to subsidize growing deficits in the materials sectors.

In the course of price reform, the state aimed to address these problems by directing resources into the agricultural and raw materials sectors through raising the prices paid for their products, helping to generate the spectacular increase in agricultural production between 1979 and 1984 (Lardy 1983: 46–8, 89–92). Powerful interest groups stood in their way, however. In the case of agriculture, the urban population was a major beneficiary of cheap food supply (Findlay and Jiang 1992: 25–8), and from the early 1980s fear of Polish-style worker disturbances constrained increases in retail food prices. The state cushioned the impact of higher agricultural prices on the urban population by subsidizing retail prices. Later, the deregulation of food prices in mid-1988 and the resulting inflation were major factors behind the unrest in 1988–9 (Findlay and Jiang 1992: 27–8; Fewsmith 1994: 185–94, 225–30). Nevertheless, by 1992 the government had raised the prices of basic foods to levels closer to their cost and, despite some wavering, food distribution remained thereafter dominated by the market, with the state limiting itself to dampening short-term fluctuations (Yang and Li 2008: 17). In 2004, prices were further marketized, with the implication that any further subsidies to farmers were to be paid directly (Gale et al. 2005: 7).

Second, the bureaucratic interests that controlled the rents generated through the pricing system had an interest in the old system of administrative direction, rather than one where enterprises responded autonomously to market signals (Findlay and Jiang 1992: 31–2). In the case of raw materials, consuming industries had cost structures and technologies predicated on cheap inputs and resisted the move to market prices (Shirk 1993: 264–5). There was strong opposition to the proposal in the early 1990s to decontrol cement prices, and such expressions as ‘coal is the food of industry’ emphasized how rising prices of materials might affect the whole economy, making any rapid adjustment impossible (Zhang Zhuoyuan 2008: 8; Xue 1981: 153).

As a result, although the state rapidly removed price controls for some products, for many important commodities, especially primary products, it first attempted a halfway house of a dual-track price system, whereby commodities circulated both at state prices within the plan and at market prices for output produced beyond the plan quota. There was often also a negotiated price – or several negotiated prices – in between. This system emerged on a de facto basis from the late 1970s, with a semi-legal black market operating alongside the planning system. In 1984, the Ten State Council Regulations for Industry explicitly allowed ‘prices of goods produced outside the state quota system to be manipulated within a range of 20 percent above or below state prices’ (ZJN 1985: X21). Such a differential was insufficient to bring supply and demand for various commodities into balance and, from early 1985, enterprises were allowed to trade above-quota output at market prices (Zhang Zhuoyuan 1992a: 271).

The dual-track price system did register a number of positive achievements (Zhang Zhuoyuan 1992b: 94–6). In general, it reaped most of the gains in allocative efficiency available to price reform, and helped the Chinese economy to grow very successfully (Nolan 1993: 284–92). It also fostered the growth of rural industry in many sectors. However, in the public perception it also created a whole new rentier class prospering on arbitrage between state and market prices, fuelling corrupt behaviour. Managers or officials with access to goods at the low state prices were now able to claim for themselves – or for their enterprises – much of the difference between state and market prices. Individuals and enterprises thus gained greater access to the massive society-wide rents generated by price control. This type of rent capture was an important factor behind widening income inequalities after 1978 and the resulting popular resentment (Bramall 2009b: 440).

Another aspect of the dual-track approach was the encouragement of new rural enterprises, which operated basically on market principles while not being formally under private ownership, to develop alongside the SOEs and to satisfy unmet demand in many markets. As the SOEs declined in relative terms, these ‘township and village enterprises’ (TVEs) grew and became the most dynamic part of China’s economy between 1978 and the late 1990s. Their share in GDP increased from 6 to over 30 per cent, and their share of rural employment from 9 to 27 per cent between the early 1980s and the 2000s (Heston and Sicular 2008: 57).

Within the TVE sector, industrial enterprises played the largest role. Building on foundations established during the Maoist era (Bramall 2007), they were the most dynamic sector of the post-Mao economic miracle. First, they were able to make maximum use of China’s supply of under-employed rural labour. Many enterprises started out operating seasonally but, as their scale grew, and as agriculture adapted to lower labour inputs, they increasingly became year-round operations. Second, they adopted a more labour-intensive set of technologies than their large urban counterparts. While this echoed Mao’s ‘walking on two legs’, the scale of rural industrialization from 1978 far outweighed anything that had happened under Mao. Third, whatever their ownership form, they were much more oriented to the market than were the large urban SOEs. On the whole, they neither received their inputs nor disposed of their output through the plan. These fundamental factors came together with a set of propitious circumstances – fiscal decentralization, policy change at the centre and expanding rural demand resulting from the increase in procurement prices – to generate rapid and spectacular growth. Growth accelerated in response to policy changes in 1984 and 1992, and declined in periods of credit restriction and ‘conservative’ recentralization in the late 1980s and late 1990s (Naughton 2007a: 274–5; Zhang Zhihong 1999: 85). Overall, rural industry’s share in total industrial output (GVIO) increased from 9 per cent in 1978 through 18 per cent in 1985 to 28 per cent in 1991 (Naughton 1995: 331).

This growth of rural industry (and of other TVEs) made a major contribution to increasing incomes and to the achievement by many localities of ‘a comfortable standard of living’ (xiaokang). As Chris Bramall (2007: 1) says, ‘Rural industrialization must assume centre stage in any proper account of the reduction in poverty which has taken place over the last two decades in the Chinese countryside, an achievement without historical precedent.’ Non-agricultural income accounted for almost half of rural household income by the early 2000s (Heston and Sicular 2008: 57) and more than half (though not all from TVEs) by 2007 (ZTN 2008: 9–20). In general, however, the TVEs’ contribution has been greatest along the eastern coast: that is, in areas that were already above the poverty line (Bramall 2009a: 448–9, 512–13). In 2007 around 80 per cent of TVE value added came from the coastal provinces (ZXQN 2008: 159).

The relationship between the TVE and SOE sectors was complex and evolving. In an economy characterized by general shortages, as the Chinese economy was up to the 1980s, there was often room for both sectors, and the new enterprises sometimes complemented as well as competed with the state sector (Koo and Yeh 1997: 396). Naughton (1995: 159; and 2007a: 280) argues that, for example, building materials produced by TVEs did not compete directly with the products of SOEs, but supplied hitherto unsatisfied demand, representing a net addition to social welfare.

At the same time, however, the TVEs undermined the monopoly position of the state sector and increasingly began to compete for capital, labour, raw materials and markets (Naughton 1992, 1995: 158–9; Nolan 1993: 303–10; Ho 1994). In the case of textiles, new producers, which were often less technically efficient, sought to capture a share of the market of existing state firms and so enjoy some of their monopoly rents; this may actually have resulted in a decline in overall economic efficiency. As a result, as outlined in Andrew Wedeman’s seminal work (2003), the large rents created in the consumer goods sector were rapidly eroded during the late 1980s.

These and other economic changes during the 1980s undermined the position of many SOEs. SOEs undoubtedly grew more slowly than the collectively and privately owned TVEs and accounted for a decreasing share of output. Most scholars have also agreed that the reported financial results – particularly profits – of SOEs were poor, and significantly worse than those of other types of enterprise (for a counter-argument, see Holz 2002). Moreover, this financial performance deteriorated over most of the reform era up to 1998. This became a particular problem for the state because SOE profits had been the major source of government revenues under Mao; their decline greatly reduced those revenues, and to some extent SOEs became a drain on government finances through the large subsidies needed to counterbalance losses.

Two main types of interpretation might explain this deterioration. One articulated with work on the state’s role in industry elsewhere and stressed internal inefficiency, particularly resulting from incomplete reform of property rights, and therefore advocated thorough privatization (Huang Yiping et al. 1999: 1). A key factor in promoting inefficiency was the ‘soft budget constraint’ (Kornai 1986) faced by such enterprises, which meant there were at best weak incentives to reduce costs or avoid losses. At the same time, enterprises had to undertake many noneconomic activities, with responsibility for the housing, education and medical care of their employees.

The other interpretation focused on the enterprises’ external environment as the economy became increasingly marketized, citing such factors as the rise of TVE competition, the effects of price control, and changes in industrial or regional structures (Naughton 1992: 21; Lo 1999: 703; Jiang Xiaojuan 1995: 43). The clear gap between SOE and TVE performance might indicate that the problems lay in state ownership and in the SOEs’ lack of market orientation. The similarity of trends in both sectors, on the other hand, might suggest that other, external, factors determined the poor SOE results. Both of these propositions could, of course, be partly correct.

During the early reform period, SOEs were partly sheltered from the implications of increased competition by the soft budget constraint (Steinfeld 1998). While increased TVE competition certainly had the potential to force a fundamental change in the way SOEs operated, in the shorter term this did not happen. SOE losses were in general covered – at considerable cost – by the state, so that there was no compulsion to take action to stop or reverse the decline in profitability. The market, while increasingly important, operated within the context of an economy and polity that were still – in some respects – socialist (Bramall 2009a: 329).

The growth of rural industry also had profound implications for China’s workers. On the one hand, it improved the situation for workers on the rural side of the great divide. The TVEs adopted technologies that were appropriate, in a static sense at least, for China’s factor endowments and utilized China’s large supplies of cheap labour (Naughton 2007a: 275). Rural industrial enterprises employed massive numbers of new workers. As Anita Chan (2001: 82–136) has documented, they tended to pay low wages in often appalling conditions. At the same time, however, they provided millions of rural residents with incomes considerably higher than they could earn from agriculture, and constituted an important source of revenue for local governments, which in turn supported their growth.

On the other hand, the transition to a largely market economy involved a reduction in the state’s commitment to the urban working class. TVE competition at least potentially put pressure on urban enterprises to cut costs and reduce the large welfare component of worker incomes, threatening the privileged position of urban workers. According to a 1992 study, ‘The growth of rural industry … threatens the stability and guarantees of the urban sector … and ultimately impl[ies] an undermining of the preferential treatment given to the urban population’ (Findlay and Watson 1992: 73–4). Up to the early 1990s, however, these implications remained more potential than actual. SOE workers as well as enterprises were partly protected by the soft budget constraint and in fact enjoyed substantial increases in real wages and other worker benefits (Lardy 1998: 49–50).

The Capitalist Period

The capitalist period embodies above all the end of the earlier dual-track policies, and thus the harmonization of prices and the extension of reform into the SOEs. While the Third Plenum of December 1978 marked a notional turning point from the socialist to the reform period, there is no such single event signalling the move from reform to capitalism. Yasheng Huang (2008: 110–12) dates the change, which he sees somewhat differently from other authors, to the aftermath of the suppression of the 1989 popular movement. Naughton (2007a: 100) argues that the accession to influence of Zhu Rongji from 1993 was a key turning point, and indeed most prices were harmonized from that period. For Bramall (2009a: 469), the death of Deng Xiaoping in February 1997 was a climacteric, and that year saw the accelerated imposition of economic reform in the SOEs. This book does not attempt to choose between the latter two dates but treats the transition to capitalism as a process that peaked, though neither started nor finished, in the mid-1990s.

A core feature of the new period was the harmonization of prices around marginal cost. In the great majority of cases, price determination was left to the market. Dual-track prices were always meant to be a transitional phase and, in addition to greatly reducing distortions in agricultural prices, from 1992 the state decontrolled over 600 prices in the areas of industrial materials and transportation, leaving only 33 administered and 56 indicative prices (Zhang Zhuoyuan 2008: 8). By 1999, 95 per cent of retail sales were made at market prices (Kennedy 2003: 9). Low and declining prices in the late 1990s provided an auspicious environment to extend price reform to cotton, chemical fertilizers, electricity, telecommunications and water (Bi 1999: 19; Guojia jiwei 1999: 26). For many commodities, however, the aim of the state was more a managed than a free market (Alpermann 2010: 39–40). Moreover, local governments sometimes picked up any slack and reimposed controls on a variety of goods. This in part reflected a broader pattern of local protectionism, in which inter-provincial trade declined as a proportion of total retail sales, with barriers to trade in coal being particularly high (Kumar 1994b; Poncet 2005: 421–2).

As in other societies, the prices of some key commodities remain politically sensitive. Recurrent popular resentment over inflation has led to continuing sporadic government intervention to control prices. The prices of energy, particularly electricity and oil, and food became major concerns between 2004 and 2008 (though in hindsight the problems were probably exaggerated) and again in 2010–11 (Naughton 2007b: 1–4; 2010: 3–4). Even where the state did intervene, however, such intervention was generally limited or temporary, and the substantial divergence between the state-administered prices and marginal cost had largely disappeared.

The second key feature of the capitalist period was the extension of reform into the SOEs. Budget constraints hardened and government subsidies for loss-making SOEs were wound back, forcing them to seek salvation elsewhere. Although this process started with the system of responsibility contracts for industrial managers in the mid-1980s, the late 1990s saw substantial acceleration. The policy of ‘grasping the large, letting go the small’ signalled the state’s intention to maintain control over the large enterprises comprising the commanding heights of the economy while selling off or privatizing the small and often loss-making SOEs.

The TVEs were also affected from the mid-1990s by moves towards a ‘level playing field’ that deprived them of many of their earlier niche markets and forced them to compete more directly with the SOEs, at the same time as consumer tastes were shifting to higher-quality goods (Naughton 2007a: 285–6). TVE industrial output continued to grow but their share ceased to increase, remaining at around the 40 per cent mark, with some downward tendency. The ability of the TVE sector as a whole to absorb labour declined, resuming growth only from 2004: employment temporarily peaked at 135 million in 1996, but rose to 155 million in 2007. The ownership structure of TVEs, along with other sectors, also began to change as both government policy and the economic environment increasingly favoured private enterprises, and by the 2000s various types of private enterprise far overshadowed the remaining collective sector (Naughton 2007a: 286–90; Nongye bu 2003: 4–10; ZXQN 2009: 99).

An assault on the previously privileged position of SOE workers was central to the new reforms. Economically, industrial workers are now far more dependent on the market than they were before. Their very jobs came under threat in the late 1990s as Zhu Rongji’s reform programme tackled the over-manning that had been characteristic of the SOEs and allowed enterprises to become bankrupt and close. This resulted in a massive reduction in total employment in industrial SOEs – by 50 per cent, from over 40 million to little more than 20 million between 1996 and 2000 (ZTN various years). While this partly reflected the re-classification of enterprises as a whole, or of subordinate units with social functions, there was certainly a massive reduction in the urban industrial workforce and very substantial redundancies. For a transitional period, many of the workers made redundant retained some link with their enterprise. Such workers were described as ‘laid off’ (xiagang) rather than ‘unemployed’ (shiye). In either case, the loss of relatively secure employment began to characterize the state’s abandonment of the workers (Hurst 2009: 37–59; Solinger 2002a and 2002b).

The workers’ many non-wage benefits began to be withdrawn as enterprises retreated into their core economic activity and marketized the supply of ancillary services. While the privatization of housing could sometimes benefit the workers, the commoditization of medical care had a serious impact especially among the laid-off workers and increased all workers’ exposure to risk. Wage levels also came to depend increasingly on the financial position of the enterprise and beyond that on market conditions. Since 2002, although economic growth has delivered higher wages, the World Bank (2007: 6) somewhat controversially perceives a decline in the share of wages in the national economy from 53 to 41 per cent between 1998 and 2005.

Politically, since 1978, but in particular since the late 1990s, the Chinese state has progressively weakened its previous ties to the urban workers, retracting its commitment to defend their privileges. In Dorothy Solinger’s words (2004: 50), workers have shifted from being ‘masters to mendicants’. Workers organizations have fared no better under the Hu Jintao–Wen Jiabao leadership than under its predecessors. Nevertheless, the current rhetoric has given more prominence to social issues in an attempt to develop some sort of populist appeal. These social issues, ranging from regional inequality to the plight of the farmers, also include work safety and working conditions.

All of these processes are ongoing and none has reached a conclusion, certainly if that conclusion is defined as a ‘pure’ market system. Nevertheless, the environment faced by enterprises and their workers in the 2000s is already very different from that they faced in the socialist or even the reform period.

Coal in China’s Political Economy

Since 1949, coal has played a key role in these changes in China’s political economy as well as in its economy as a whole. During the socialist period, its position was somewhat contradictory. On the one hand, it was one of the core industries, and its workers were among the best paid in the country, constituting a sort of labour aristocracy. The industry also played a crucial role in the planned economy by supplying cheap inputs to the industrial sector, and helping hold down living costs – and therefore wages – for the workers by providing cheap fuel.

This was not a comfortable position, as low prices meant low profits and, to some extent, low investment. Of course, profit was not a high priority for managers or planners; Mao’s attacks on ‘profits in command’ are well known. Moreover, most investment was allocated by the state on strategic considerations, rather than through the market in search of profit. So, incentives for enterprises were not necessarily crucial. However, low prices and profits still acted as a disincentive to invest in increasing production: as early as the 1950s, economists argued for an increase in coal prices in order to stimulate production (Donnithorne 1967: 453). Low prices also encouraged demand for, and frequently wasteful consumption of, coal.

Coal continued to reflect broader trends in China’s political economy during the reform period, for example in the emergence of dualism. As with other industries, a burgeoning TVE sector grew alongside the old SOEs, while dual-track pricing was particularly important and long-lasting for coal. Output from the township and village coal mines (TVMs) increased from 15 to 45 per cent of national coal production between 1978 and its peak in 1996. There was no shrinkage in the large mine sector, but a more rapid growth of rural enterprises. The TVMs were important energy suppliers at national and especially local levels and contributed to increasing incomes in many inland areas. In this period, on the whole, they supplied markets that had previously not existed or had not been adequately supplied.

However, TVMs also exemplified the downsides of the development model. Labour conditions in most TVEs were much inferior to those in SOEs, and the death toll from mining disasters in TVMs led to growing horror among China’s educated public, and increasing calls for government intervention. Nor was work safety the only issue. Small mines were less able, and had fewer incentives, to conserve resources, and recovery rates were sometimes only 10 per cent of the resources available, threatening the industry’s long-term viability. In addition, the harmful environmental impact of small-scale mining, through water pollution and land degradation, was inherent in the TVMs’ whole mode of operation. Particularly from the late 1990s, therefore, there was ongoing tension between economic incentives for local operators to make profits from rapacious mining and the efforts by the state, backed by civil society, to ensure that the sector conformed to broader ‘national interests’.

Price reform was also important for coal mining, though the issues differed from those elsewhere. Consumer goods industries had previously enjoyed rents created by artificially high prices, and these were bid down by the plethora of new rural enterprises, which also bid up the prices of previously cheap raw materials (Naughton 1992; Wedeman 2003). In contrast, coal prices were kept low in the planned economy and barely, if at all, covered the marginal cost of production assuming modern technology and safety standards. Therefore, the coal industry pressed for an increase in prices. The state, however, feared general inflation, while consuming industries and interests lobbied to protect the rents they enjoyed through the supply of cheap coal. A dual-track system was introduced industry-wide, with TVM coal circulating mainly at market prices and SOE coal at administered prices. Within the SOE sector, enterprises were also allowed to sell coal produced above their quota target at negotiated or market prices (Naughton 2007a: 92). Of course, this created opportunities for arbitrage for the officials running the coal production and distribution system.

Coal mining SOEs shared some of the pain of their counterparts in other industries at this time, if for somewhat different reasons. Coal was one of the most prominent loss-making industries that contributed to the burden of subsidies on the state budget and to a growing perception of crisis. Fundamentally, TVMs were able to produce coal more cheaply than the modern mines: even in the 1950s, the new mines established with Soviet technology had substantially higher costs than less mechanized mines (Donnithorne 1967: 242). Thus, raising prices carried the threat of encouraging the opening of myriad small mines that would then compete prices down again. This tension has not been fully resolved even today.

In several respects, therefore, the industry experienced growing contradictions during the reform programme. Partial price reform led not only to widespread corruption and official profiteering but to large SOE deficits. The TVMs provided a great deal of flexibility and increased coal supplies at limited financial cost. But the sustainability of their mode of operation was open to question.

Some of these contradictions came to a head, though few were totally resolved, in the capitalist period, when again the industry reflected core features of the transformation of China’s political economy. First, coal prices were basically harmonized. The state was able to take advantage of the downturn of the early 1990s, when there was little inflationary pressure, to free most coal prices. This did not, however, entirely put an end to rent-seeking behaviour. Even after deregulation, the battle between the electricity generation industry, the largest consumer of coal (which wished to maintain its supply of cheap fuel), and coal producers (who wished to cease being a source of rents for others) continued to rage, and was known in the Chinese economic press as the ‘struggle between coal and electricity’ (mei dian zhi zheng). Nevertheless, the earlier divergence of coal prices from marginal cost had been greatly reduced.

The extension of reform into the SOEs also took place in the coal industry. When the state moved to harmonize coal prices, it explicitly linked this move with an intention to wind back the subsidies paid to loss-making mines. While this did not prove possible in the short term, the state began to encourage the exit of loss-making mines, or their takeover by more profitable enterprises. It strongly encouraged, in the spirit of ‘grasping the large’, the emergence of massive coal mining combines, both to ensure a reasonable and stable price and to compete in the international arena. On the other hand, many smaller SOEs were privatized in one form or another.

A fundamental aspect of the capitalist period was the attempt to provide a more level playing field, with all enterprises facing similar economic environments (Naughton 2007a: 103). In coal mining, the whole mode of operation of the TVMs was based on their escaping many of the external and social costs (such as work safety and environmental protection) that SOEs had to bear. In the late 1990s and 2000s, therefore, several attempts were made to control the TVMs and require them to meet the same standards of safety, conservation and environmental protection as SOEs. From the SOE standpoint, the legislation merely required all enterprises to abide by common standards. From the TVM standpoint, however, by threatening them with closure, the legislation reduced competition and supported the prices and therefore the financial interests of the SOEs and their workers, at the cost of reducing employment opportunities (however undesirable those opportunities might be) for the rural population. Neither perspective can be entirely dismissed and these are (properly) political questions, and form the focus of a political struggle between different interests in, and different views of, society.

Finally, coal mining also exemplified the weakening of the position of urban workers. Many SOE miners were laid off, and officially reported employment declined sharply in the late 1990s, both in the SOEs and in the TVMs, though actual employment probably declined less (certainly in the case of the TVMs). Moreover, hardening budget constraints imposed some of the cost of low coal prices – administered prices up to 1993, market prices in the late 1990s – on the workers, and the relative wages of coal miners declined sharply. Market conditions could, however, also deliver higher incomes when coal prices and profits improved, and in the mid- to late 2000s the miners made up some of the lost ground.

The dangerous nature of work in coal mines made China’s high rate of coal fatalities, which was far worse than those in other nations, into a major embarrassment for the state and the public. The condition of coal miners became a prominent issue, with Premier Wen Jiabao reported to have spent Chinese New Year underground with miners (CD 3 January 2005). The fall in coal mining fatalities per million tons accelerated from the early 2000s but Chinese scholars still believed that the rate remained much higher than it should have been, or had the potential to be. The fact that there was a large reserve of rural labour, tapped by both TVMs and SOEs, reduced the incentives to invest to improve safety and other conditions, and tension between production and profit, on the one hand, and safety, on the other, survived well into the twenty-first century.

Structure of this Book

This book will show how the industry’s experience throws light on these key aspects of China’s political economy. Part I provides a long-term overview of the development of China’s coal industry. Part II then examines changes in the SOE sector during the transition to a market economy, focusing on the SOEs’ attempts to consolidate and improve their position through ending the under-pricing of coal. Chapter 2 analyses price reform and the continuing struggle over rents even after deregulation. Chapter 3 examines the financial performance of China’s coal mines, particularly but not only the SOEs, asks what factors underlay the twenty years of under-performance and analyses the recent boom.

Part III focuses on the rise of rural enterprises as the core story of China’s post-Mao economic success. Chapter 4 examines the role of the TVMs and their relationship with the SOE sector, and attempts to sum up their social costs and benefits. As the economic, social and environmental costs of the TVMs became clearer, powerful voices among both the educated public and the large-scale coal interests demanded regulation or even closure, and Chapter 5 analyses the factors constraining the state’s capacity to achieve this aim, and the varying degree of its success.

Part IV examines the situation of China’s coal mining workers. Chapter 6 analyses the role played by rural and migrant workers, and the absolute and relative trends in coal mining wages, asking how far the relative decline of wages limited labour supply and thus the industry’s development. The next two chapters examine safety at work, which has been the most prominent public concern in relation to the coal industry. Chapter 7 outlines the trajectory of mining safety since 1949 and examines the temporal and geographical patterns, as well as the proximate causes, of coal mining disasters. Chapter 8 further examines what Theo Nichols (1997: 11–12, 103) calls ‘the determinants of the determinants’. That is, what factors within China’s political economy determine the level of safety at work?

Finally, the conclusion asks what lessons can be drawn from the story of coal mining for our understanding of the nature of the Chinese state. It argues that one can easily find evidence of both a developmental and a predatory state, of both a strong state able to impose its will on issues to which it gives a high priority and one struggling to deal with insurmountable problems.



1  The term ‘rent’ (or ‘economic rent’) as used here refers to payments to a factor of production above the level that would be necessary to keep it in that use. A common form is supernormal profit generated by establishing a monopoly, often, though not necessarily, through government regulation. Rent seeking comprises the attempts by social interests to create or preserve such rents, often by influencing government policy. See, for example, Tollison 1982.

2  ‘Socialism’ is merely a shorthand way of designating the Chinese economy and state at that time. It should not be taken as suggesting that China conformed to what might in theory be required of a socialist society. Therefore, the word should probably always be enclosed in quotation marks, but for stylistic reasons I have not done so.


Part I

The Chinese Coal Mining Industry


1    China’s Coal Industry

Growth and Development Over the Long Term

Introduction

Since the initial establishment of modern coal mining (using at least some steam power) in the 1880s, China’s coal production has grown rapidly and now accounts for around half of the global total. It plays an indispensable role in China’s economy, supplying about 70 per cent of commercial energy. In some areas it has provided incomes and employment for a large section of the population. Overall, its story has been one of success, without which the national economy would have encountered crippling constraints on its growth. This success has, however, come with heavy costs, in terms of its impact on the miners (see Chapters 7 and 8) and on the environment. There must also be a major question over how sustainable its growth will be, both on environmental grounds and possibly because of the eventual exhaustion of resources.

This chapter will trace the main contours of this long-term growth and analyse how coal mining has contributed to China’s economy. It will briefly outline the magnitude of coal resources, then present basic data on the temporal and geographical pattern of growth, before considering issues relating to the use of coal and China’s energy balance. Finally, it will sketch the impact of coal on China’s environment.

China’s Coal Resources

China has large coal reserves and the availability of resources has not yet been a major constraint on the growth of the industry. Two major qualifications must, however, be made. First, the rapid growth of production will not be sustainable indefinitely. Second, the geographical distribution of the resources is poorly matched with that of consuming industries, so that transport capacity to ship coal to consumers has always been an important constraint.

China has the world’s third-largest stock of coal resources, after Russia and the USA, though on a per capita basis it is less well placed (China Energy Group 2008: 1B.1). Estimates for the magnitude of these resources vary depending on definitions, which tend to be more inclusive in Chinese than in Western sources. Thus, the National Bureau of Statistics (NBS) estimated ensured reserves in 2009 at 319 billion tons, theoretically sufficient to cover 100 years of production at present levels, though less if output keeps growing (ZTN 2010: 12-10). On the other hand, most Western estimates, using different definitions, are much lower, listing recoverable reserves in 2005–6 at around 114 billion tons (China Energy Group 2008: 1B.2; EIA 2010c: Table 10). Such figures suggest that China’s reserves will support fewer (about forty) years of production at current levels than those of any other major producer.

In any case, coal is not a product where peak capacity can be maintained until the resources are exhausted, and production will begin to decline long before that point. One study forecast that production would grow by 3–4 per cent annually to a peak of around 4 billion tons in the late 2020s (Tao and Li 2007: 3151–2). However, the economy has been growing more rapidly than the study predicted and it is likely that China’s coal output cannot continue to grow at its recent rate without running up against serious resource constraints.

In addition, the geographical distribution of coal reserves is such that the main producing areas are far removed from the consuming areas. Shanxi and Inner Mongolia between them account for over half of the available reserves and over 40 per cent of production, while the industrial regions along the coast are the main consumers (ZTN 2010: 12-11). The more optimistic estimates of coal reserves are mainly based on much larger totals for Inner Mongolia and especially Xinjiang (China Energy Group 2008: 1C.2; Tibet has very little coal). The separation of production and consumption is therefore likely to intensify in the future.

Moreover, geology is on the whole less favourable than elsewhere. Seams tend to be relatively thin, and there are limited resources close to the surface. China’s coal production will therefore have to remain mainly underground for the foreseeable future, with implications for both cost and work safety.

Finally, the quality of China’s coal is on the whole rather poor, and the country is relatively short of, for example, metallurgical coking coal. Consequently, a substantial proportion of China’s imports are of coking coal, particularly from Australia.

China’s Modern Coal Industry Before 1949

China’s modern coal industry originated in the late 1870s, when leading provincial officials began to open mines using steam engines. The earliest project, which had limited success, was in Taiwan in 1876 (Brown and Wright 1981), but by far the most important was Li Hongzhang’s establishment in 1878 of the Kaiping Mining Bureau (Hebei), which, as Kailuan, is still an important producer in the early twenty-first century. Up to 1895, despite the opening of some other state–private enterprises, Kaiping remained the only major modern mine (Wright 1984: 140–1).

The development of modern mining was greatly accelerated with the opening of much of China to foreign investment after the Treaty of Shimonoseki in 1895, and indeed up to the end of the Second World War the powerful foreign presence was a major political issue. Japan and Britain were the two most important players. The British acquired the Kaiping mines (by probably illegal methods) in 1900 and, after amalgamating with a Chinese competitor, established the Kailuan Mining Administration, producing around 4–5 million tons a year in the 1920s and 1930s, about 15–20 per cent of modern mine production. From 1907 the Japanese-owned South Manchurian Railway Company developed the Fushun mines (Liaoning), which overtook Kailuan as the largest producer from 1922, producing 6–8 million tons annually around 1930. There were also large and successful modern mines developed by Chinese capital, of which the Zhongxing Mining Company (Yi County, Shandong) was the most prominent, but even at its peak that company produced only about a third as much coal as Kailuan (Wright 1984: chs. 7 and 8).

The development of the industry was intimately connected with the railways. A large mine needed access to railway transport, and China’s earliest surviving railway was built to carry Kaiping coal. When the railways were operating without interruption, the mines were able to supply enough coal to fuel existing levels of demand. The low level of industrialization and the consequently limited demand were the main constraints on growth. However, in the shorter term, disruption of railway transport, especially during the civil wars surrounding the Northern Expedition of the late 1920s, seriously affected the industry and led to many mines being temporarily closed. Despite some disputes over freight rates, the foreign mines, especially in Manchuria, were less affected because of the protection afforded them and their transport links by foreign military power (Wright 1984: Part 1).

The Japanese invasion of 1937 radically changed the industry’s environment. The Japanese occupied nearly all the main coal-producing areas, and indeed access to coal was one of the motivations behind their expansion in China. For the first few years of the war, large-scale Japanese investment greatly increased the level of production as they attempted to fuel the war effort. Meanwhile, the Nationalists worked hard to develop the relatively scattered coal resources in unoccupied China, and opened many, albeit mostly relatively small, mines in the south-western provinces of Sichuan and Guizhou. In both areas, the state played an increasing role in running the industry. Military and economic disruption in the final two years of the Second World War, and even more so during the subsequent Civil War (1946–9), had a profound effect on the industry, and coal mining, like the rest of China’s economy, was almost in ruins when the Communists took over in 1949 (ZJMS 1990: 364–533).

Growth of Coal Output and Employment

Output

The statistics for China’s coal production suggest a story of success, with the question mark being over its sustainability. The Appendix outlines some of the issues with data on coal production and other variables. As shown in Figure 1.1, with the exception of the Civil War and the Great Leap Forward (1958–60), coal production has shown a relatively constant growth trend over the whole of the twentieth century into the twenty-first, at just under 6 per cent per year. But, of course, this has meant ever-increasing absolute additions to output: from the beginnings of modern mining, it took China’s coal output over a century to surpass 1 billion tons annual output (which it finally achieved in 1989); it then took just sixteen years to increase from 1 to 2 billion tons, and a further five years to increase from 2 to 3 billion.
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Figure 1.1  Growth of coal production in China, 1907–2010

Note: Log scale.

Sources: ZJMS 1990: 538; SAWS 2010a: 18–20; ZTN 2010: 14-23; NBS 2011. Detailed spreadsheets including the specific figures and sources underlying this and other figures can be found on the author’s website accessible through: <http://www.sheffield.ac.uk/seas/staff/chinese/wright.html>.

Although long-term growth was relatively constant, Table 1.1 and Figures 1.2 and 1.3 show considerable shorter-term fluctuations. Political disturbances were probably the most important causes, though economic changes also played a role.

Table 1.1  Growth rates of coal output, 1896–2010







	Period
	Average growth rate (%)


	1896–1919
	18.3


	1920–36
	4.5


	1937–42
	11.9


	1943–9
	–17.4


	1952–7
	15.6


	1958–61
	20.8


	1962–6
	–1.0


	1966–78
	8.5


	1978–92
	5.2


	1992–2000
	2.9


	2001–10
	9.4






Sources: As for Figure 1.1

Note: Large mines only up to 1949; see Appendix.



[image: ]

Figure 1.2  Coal production in China, 1896–1949

Note: Figures for total output are those from the various issues of the Zhongguo kuangye jiyao. They include very unreliable estimates for pre-modern mines, while the figures they use for large mines are not identical to those used here. For this chart, the figures for large mine output are calculated from reports for individual mines, on the criteria outlined in the Appendix.

Sources: Mainly Wright 1984: 199; ZJMS 1990: 538, Appendix 2.
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Figure 1.3  Coal production in China, 1949–2010

Sources: Official figures from SAWS 2010a: 18–20 up to 1993; 1994–2009: ZTN 2010 14-23; NBS 2011. ZTN 2010 includes a new set of revisions (beyond those in ZTN 2006) of the figures after 1992, with further substantial increases in estimated output 1999–2003.

In the pre-1949 period, output growth reflected the general history of the industry outlined above. Despite a brief drop in output during the disruption following the 1911 revolution, growth was rapid up to the late 1910s, as new investment and new railways enabled Chinese mines to replace imported coal in the industrial market on the coast. In the 1920s and 1930s growth slowed for a number of reasons: in the longer term it now depended on the growth of demand, which was affected by the economic difficulties after the end of the First World War and during the 1930s; in the shorter term the civil wars disrupted the rail links on which mines depended to send their coal to market (Wright 1984: 103–8). The Second World War had a much more pronounced effect, with very rapid growth up to 1942 as a result of Japanese investment. After 1942, however, output fell somewhat for the next two years, and then plummeted very rapidly as Japan’s war effort fell apart and later as railway transport was brought almost to a halt during the Civil War.

After 1949, output grew rapidly during the 1950s, though from a low base. This partly reflected post-war reconstruction, and partly the energy-intensive economic strategy in the First Five Year Plan (1953–7). As with other sectors, the Great Leap Forward posted extraordinary increases in output (coal output more than doubled in 1958) but at great cost to worker safety (see Chapters 7 and 8) and to the sustainability of coal production, while the early 1960s saw a period of readjustment when output fell back from its unsustainable peak and then began a period of much slower growth – the official 1960 output was not exceeded until 1972. Political disruption reduced output in 1966–8: for example, there was armed struggle resulting in fatalities in mines in Xinzhou and Zezhou (Shanxi). In the latter, output in 1966–7 was only half that in 1965 (Xinzhou diqu 1999: 254; Zhang Guangtie 2006: 18–19). However, output otherwise grew quite steadily up to the beginning of the reform period in 1978. Growth during the reform and capitalist periods up to 2002 was substantially below trend, and slowing. This reflected an abnormally low growth of demand for energy, as inefficiencies were gradually squeezed out of the state-owned economy. The 2000s have, however, seen very rapid growth that has added 1.8 billion tons to annual levels of output.

Overall, the growth of coal output over the last century has been impressive and has succeeded in creating an industry that provides the bulk of China’s energy needs. As shown above, however, these rates of growth, and in particular the higher growth of the 2000s, will be difficult to sustain into the future, and diversification of energy sources must be a major priority in the medium term.

Coal producers have been very diverse, in terms of technology, politics and organization. Before 1937, the main distinctions were between Chinese- and foreign-owned mines, with by far the two largest coal mining enterprises being foreign, and between modern and traditional modes of production; we have little reliable data on the latter. Following the nationalization of the industry after 1949 and up to the 1980s, nearly all coal was produced by state-owned mines, with virtually no contribution by urban collectives. The main distinction was between those (generally larger) mines responsible for most of the period directly to the central government (known as key SOE mines), and the (mostly smaller) mines run by local governments from the county up to the province (local SOEs). Even during the Great Leap Forward, the smaller mines run by administrative units below the county level contributed less than 10 per cent of production.

The big change from the 1980s was the emergence of this last group, called TVMs from 1984, as increasingly important players. This allowed output to increase at limited capital cost (especially to the state), and also eased coal shortages (see Chapters 4 and 5). Their growth came, however, with substantial costs, in terms of environmental damage, worker safety and excessive (in the view of the SOE mines) competition for the large mines. So, from the late 1990s, the government put increasing constraints on their operation, and their share of total output declined.

Table 1.2 outlines the changing structure of total coal output in 1978, 1995 (the peak of TVM output until 2004), 2002 (the trough of TVM output as a proportion of the total) and 2009 (the most recent figures available), and indicates the contribution to output growth made by each sector between the benchmarks. Two key conclusions emerge. First, since 1978 the share of the smaller SOEs under local government control has been halved, and they have made little contribution to growth. Second, the situations of the key SOEs and TVMs look quite different in 1996 from 2002 or even 2009. As of 1996, the TVMs had made much the greatest contribution to growth – around 70 per cent – and had increased their share of total output from 14 to 45 per cent. The key SOEs had made a much smaller, though not negligible, contribution and their share had fallen from well over half to just under 40 per cent. By the 2000s, after the campaign to close down TVMs and reduce their output, the situation had changed, with the key SOEs again accounting for around half of output, the TVMs just over a third.

Table 1.2  Contribution of different types of enterprise to coal output and growth, 1978–2009
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Sources: SAWS 2010a: 19–20; Li Xuegang 2010: 91; ZTN 2010: 14-23.

Note: Official figures for the quantity of coal output are composed of the three categories in this table: ‘TVMs’ include individually operated and private mines; there has been virtually no output from foreign-invested enterprises. The figures used are the revised NBS estimates, attributing all the adjustment to the TVMs.


Employment

The growth of production was reflected in the growth of a coal mining labour force. At the end of the 1910s there were about 180,000 coal miners, and in 1933 around 270,000 (Chesneaux 1968: 42; ZJMS 1990: 288). The two giant complexes of Kailuan and Fushun, with over 40,000 workers each, were among the largest employers in the country (Wright 1984: 24).

After 1949, employment in coal mining increased rapidly and relatively steadily for most of the period up to the mid-1990s (with the exception of the post-Leap readjustment). Employment then declined, at least for a time. Between the mid-1990s and the early 2000s, declining employment reflected stagnating output but increasing productivity (at least in SOE mines), as well as definitional changes (Holz and Lin 2001a: 71). The strong growth of output from 2003 probably involved a further growth in the workforce: total employment in coal mining enterprises with a revenue of over 5 million yuan increased by a third between 2003 and 2009 (ZTN 2004: 14-3, 2010: 14-2), though employment in coal SOEs grew by less than 10 per cent; these are likely to be minimum figures for a period when output grew by almost 60 per cent.

Up to the 1970s, nearly all coal miners were state employees. SOE employment increased from just over 300,000 in 1949, peaked at 5.5 million in the early 1990s, and then declined to just over 3.5 million in 2001 (see Figure 1.4). The pattern of decline during the 1990s mirrored very closely the decline in the broader SOE industrial workforce, and reflected the onset of SOE reform and the attempt to reduce over-manning. After that, growth in employment resumed, though slowly, and an NBS series shows employment rising from 3.1 to 3.4 million between 2003 and 2009 (ZMGX 2006: 511–17; ZTN various years). These figures are just about consistent with an output-based estimate for employment, which suggests somewhat over 2 million underground coal production workers in SOEs by the late 2000s (Liu Fu-dong et al. 2007).
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Figure 1.4  Number of workers in SOE coal mines, 1949–2001

Note: These figures are for all workers and staff in coal mine enterprises operated by county or higher governments.

Source: ZMGX 2006: 511–17.

Unfortunately, as discussed in the Appendix, the official data for the rapidly growing numbers of rural miners are so unreliable both in magnitude and in trend that they are not reproduced here. The Ministry of Agriculture figures of around 2 million workers in the mid-1990s are certainly too low (partly because they refer specifically to enterprises at the township level), and an output-based calculation suggests around 4 million workers in the 1990s, later rising to over 6 million. Putting together all the evidence, a total level of employment across all enterprises of 6 million in the late 2000s would be a minimum, and the real figure is probably approaching 10 million.

Geographical Distribution of Coal Production and Employment

Although coal production is inevitably concentrated in regions that have coal resources, only sometimes are these also the major consuming regions. A key issue in China is the geographical separation of production and consumption, and the heavy load that puts on the transport system, especially the railways. Although coal is produced in all provincial units, with the exception of Hainan, Tibet (as far as we know) and the metropolitan areas of Shanghai and Tianjin, it is concentrated in the inland areas of north China, while demand comes in large part from the booming industrial areas on the coast. This does mean, however, that coal can bring incomes and employment to regions that offer few other opportunities.

The disjuncture between the geographies of coal production and consumption goes far back in China’s history, and transportation has long been a key bottleneck. In the pre-modern period, the location of China’s coal resources away from the most dynamic manufacturing region in the Lower Yangzi was a major reason behind the industry’s inability to play a role similar to its UK counterpart (Pomeranz 2000: 63–5). In Republican China, large shipments of coal were made from north China to the industrial centre in Shanghai. Manchuria, however, was both the major coal producing region and the main centre of heavy industry. Moreover, as is shown in Figure 1.5, production was concentrated in provinces relatively close to the east coast, and this meant that in normal times transport was not a critical issue. It was a relatively short rail journey from the great pre-war mines of Fushun and Kailuan to the nearest port, whence the coal was shipped to Shanghai (Wright 1984: 77–92).
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Figure 1.5  Coal production in modern mines, by province, 1936

Note: This map excludes production by traditional methods, for which the data are close to worthless. If the traditional mines were included, overall production would be spread more widely, but it would not affect the overall pattern. Post-1997 provinces are used for the purpose of comparison.

Sources: CHGIS, Version 4, Cambridge, MA: Harvard Yenching Institute, January 2007; Wright 1984: 78, 199.

Since 1949, as the deposits close to the east coast have become exhausted, the centre of gravity of production has shifted from north-east China to become heavily concentrated in the north, particularly the provinces of Shanxi and Inner Mongolia (and most production in the latter takes place in the central or western parts of the region). Inner Mongolia is increasingly becoming the dominant player, with its production growing from under half the level of Shanxi in 2005 to overtaking Shanxi as the largest producer in 2009 (ZTN 2010: 14-23). As Figure 1.6 shows, the next-largest producers are Shaanxi and Henan, contiguous to Shanxi, while Shandong, Anhui and Guizhou each also produces over 100 million tons annually. The growing concentration of production inland has exacerbated the problem of supplying the east coast. In contrast to the relatively short overland journeys for Fushun and Kailuan, rail shipments from Shaanxi or Inner Mongolia have to cover several hundred kilometres to reach the sea at Qinhuangdao. Development policies in the 1970s therefore favoured local self-sufficiency, and even Guangdong supplied 82 per cent of its own coal in 1976. Later, more basic forces reasserted themselves and regional specialization increased: demand grew in Guangdong, while production declined, so that by 1990 the province produced only 28 per cent of its needs, and indeed it closed all its mines in the early 2000s (Guangdong sheng 2002: 360–1).
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Figure 1.6  Coal production, by province, 2009

Note: No coal production recorded in Guangdong, Hainan, Shanghai, Tianjin or Tibet.

Sources: CHGIS, Version 4, Cambridge, MA: Harvard Yenching Institute, January 2007; ZTN 2010: 14-23.

The population census figures allow us to produce a more nuanced picture of the distribution of coal mining activity than do provincial-level maps. Figure 1.7 shows the distribution of coal mining employment at county level according to the 2000 census. It shows a swath of coal mining areas from the far north-east of China through to the south-west, with the heaviest concentration in Shanxi and the North China Plain. In the coastal and eastern provinces there are fewer mining workers, and they are mainly concentrated in inland areas.
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Figure 1.7  Coal mining workers, by county, 2000

Note: One dot represents 1,000 coal mining workers; the 2000 Census substantially undercounted the number of coal mine workers.

Source: CHGIS, Version 4, Cambridge, MA: Harvard Yenching Institute, January 2007.

Because of the disjunction between production and consumption, intra- but even more inter-provincial transfers of coal – mainly from the north to the industrial regions of the coast – are of great importance. Figure 1.8 outlines the provincial-level coal balances in China in 2007. It shows clearly how the three provinces of Shanxi, Shaanxi and Inner Mongolia provide coal for the rest of the country. The east coast and central China, with the exception of Anhui, are significant deficit areas, and the rest have a small balance either way. Hebei and Liaoning, which were the main providers of coal to the rest of China before 1949, now have substantial deficits.
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Figure 1.8  Coal surplus and coal deficit provinces, 2007

Notes: No data for Tibet. The total for consumption is considerably higher than that for production.

Sources: CHGIS, Version 4, Cambridge, MA: Harvard Yenching Institute, January 2007; ZNTN 2008: 34, 109.

Around 60–70 per cent of China’s inter-provincial coal transport relies on rail (Li Hong 2008: 25). In 2008 1.3 billion tons of coal (just under half of total output) was carried for an average of 620 kilometres. In turn, coal accounted for almost half the total volume of goods carried by the railways and just over a third in terms of ton kilometres (ZTN 2010: 16-19). The strain this puts on the railway system has long been an issue for economic planners, and in the 1970s and 1980s it was one factor behind the government’s encouragement for localities to open small rural mines.

A major focus of rail construction over the last two decades has been links between north China and the north-east coast, whence coal can be shipped to the other coastal industrial areas. Two major lines are exclusively devoted to coal transport. The Datong–Qinhuangdao line, completed in 1992 and later upgraded to accommodate 10,000-ton trains, carried 200 million tons a year in the mid-2000s, rising to over 400 million in 2010. The Baotou–Shenmu–Huanghua line to a new port on the Bohai Gulf serves the mines of Inner Mongolia; it was completed in 2002 and carried just under 100 million tons in the mid-2000s (Xue, Schmid and Smith 2002: 157, 162; Li Hong 2008: 34; RR 27 December 2010). Coal shipments, along with the high-speed passenger network, remain a key government priority, and a third line is now mooted to cover 360 kilometres from Junggar to Zhangjiakou, and thence to the coast. Nevertheless, the system remains inadequately prepared for the shift of production away from Shanxi further inland to Inner Mongolia and Shaanxi.

Even with very substantial investment over the past two decades, the rail system remains a constraint for coal distribution. The network struggles to meet the competing demands of coal and passenger transport, never mind other goods. Contradictions are greatest during seasonal peaks in demand, which one source estimated at as many as 120 days a year. This problem worsened in the late 2000s, and during the severe winters of 2008 and 2010 the railways were instructed to give special priority to coal transport (Li Hong 2008: 35–7; CD 3 February 2008; Zhongguo xinwen wang 2010a).

Coal Mining in China’s Economy

Coal mining has always been an important part of Chinese industrial production and employment. In 1933 (when the main pre-war industrial survey was undertaken), it was by far the most important producer goods industry, and its value added was the third largest in China, after cotton yarn and tobacco (Liu Ta-chung and Yeh Kung-chia 1965: 143, 569); although, of course, at that time, industry as a whole accounted for a very small proportion of GDP. As China’s economy grew and diversified after 1949, the weight of any one industry inevitably declined. In the early twenty-first century, coal mining was the eleventh-largest industry, contributing 4 per cent to industrial value added, or around 1.7 per cent of GDP (see Figure 1.9).
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Figure 1.9  Structure of Chinese industrial production, 2007

Note: These are figures for enterprises with sales value of over 5 million yuan. Total industrial value added was 11.7 trillion yuan.

Source: ZTN 2008: 13-2.

In many countries, coal mining was a major source of employment as industrialization accelerated. Later, as the economy diversified and even more so when coal began to decline as a source of energy, the industry’s importance as an employer declined. In China, too, coal miners played a major part in the emergence of a modern industrial working class. In 1919 coal mining employed over 12 per cent of modern industrial labour; in 1933 about 14 per cent (Chesneaux 1968: 42; ZJMS 1990: 288; Liu Ta-chung and Yeh Kung-chia 1965: 69). Even since 1949, the continuing centrality of coal as a source of energy has meant that it remains a major employer. It has made a larger contribution to employment than to output (see Figure 1.9 and Table 1.3), though this was partly a reflection of the low price of coal. In 1956, employees in coal mining made up just over 7 per cent of the industrial workforce (Chen Nai-ruenn 1967: 477, 481, though this author’s figures for coal mining are much lower than the Ministry of Coal’s figures). By the 2000s, the 2004 Economic Census indicated that coal mining was the third-largest employer of industrial labour, accounting for close to 6 per cent of the total (see Table 1.3). Within the rural industrial sector, TVMs were also substantial employers, though coal was probably less important than in the urban economy.

Table 1.3  Industries employing over four million workers, 2004








	Industry
	Million workers



	Non-metallic minerals
	8.40


	Textiles
	7.63


	Coal
	5.40


	General purpose machinery
	5.28


	Apparel
	4.81


	Chemicals
	4.45


	Electrical equipment
	4.45


	Electronics
	4.35


	Transportation equipment
	4.33


	All industry
	93.04






Source: ZJPN 2006: 6–9


In some ways, the figures for total employment understate the industry’s importance because of its key role in providing jobs in regions of China that offered few other opportunities. In the more populated areas of east China, even large numbers of miners make only a limited contribution to total employment. On the other hand, in north and north-western China, and also in the far east of Inner Mongolia, even limited numbers of miners can make up a very substantial part of the total workforce.

China’s Coal Consumption and Energy Balance

Coal has been and is likely to remain China’s main source of energy. Therefore, the trajectory of its use closely mirrors that of the overall demand for energy. That demand has fluctuated considerably since 1978, often in ways that are not easy to explain. There has been a crucial difference between the 1980s and 1990s, on the one hand, and the 2000s (especially the mid-2000s), on the other. During the first period use of energy grew more slowly than did GDP. This is rather unusual for countries at China’s stage of development and may have been due to the declining role inefficient SOEs played in the economy. From the early 2000s, however, the situation changed and energy use began to grow more rapidly than GDP. This is more normal and may reflect the exhaustion of the efficiency gains from SOE reforms. NBS figures for 2006–9 suggest that the situation may have changed again, back to a lower level of energy intensity, though the year-by-year numbers fluctuate so much that little reliance can be placed on them (Shealy and Dorian 2010: 2117–19; ZTN 2010: 7-8).

The rapid growth of the economy has put pressure on energy supplies. Coal output has been able to respond, to some extent at least, but there are more constraints on the domestic supply of other forms of energy, most notably oil. China’s overall balance between energy production and consumption was positive in the 1980s (when the country was a net exporter of energy), even though there were many examples of local shortages. This balance became slightly (3–4 per cent) negative in the 1990s and more seriously (around 10 per cent) in deficit as demand increased in the 2000s (ZTN 2010: 7-1, 7-2). China has therefore become increasingly dependent on energy imports, and for that reason increasingly concerned over issues of energy security (Lin 2008: 425–9).

In this situation it is attractive for China to put its main reliance on coal, of which it still has relatively plentiful supplies. Therefore, while coal provides only 29 per cent of total energy consumption worldwide and about 15 per cent in the UK, it provides around 70 per cent in China (BP 2010: 41; ZTN 2010: 7-2). Moreover, that ratio is fairly stable: after reaching 75 per cent in the late 1980s and early 1990s, it declined a little, but has fluctuated around 69 per cent since 1998. Coal makes up just over 75 per cent of China’s energy production (ZTN 2010: 7-1).

It will not be easy to shift energy consumption away from coal. In the midtwentieth century Western economies shifted their consumption towards oil and, to a lesser extent, natural gas. This was, however, partly a reflection of deindustrialization, and China remains at a much lower level of GDP per capita than was the West at that time. Nor does China have anything like as much oil as it does coal. Worldwide, oil reserves are dwindling fast and for China to follow that path would put an impossible burden on world oil supplies, forcing up prices not only for other countries but for China itself. If China has to reduce coal consumption for whatever reason – exhaustion of reserves or the need to reduce carbon emissions – it is likely that the only energy source that would be capable of meeting the resulting gap in supply would be nuclear power, which comes with its own problems. Since the mid-1990s, policy has encouraged a shift to natural gas, and its use by residential consumers, particularly in the largest cities, increased by over sixfold between the mid-1990s and 2007. But gas, including LPG, natural gas and coal gas, still makes up less than 25 per cent of residential energy consumption, and even less of industrial consumption (China Energy Group 2008: 4A.12.2, 5.1).

Although coal has long been China’s major source of energy, the pattern of consumption has been changing considerably, away from the direct use of coal towards its utilization to generate electric power, which is then supplied to the final consumers, whether industrial or domestic. This process has, however, not gone nearly as far as it has in developed Western countries.

In the pre-war period, coal consumption was much smaller than it is now and mainly took the form of direct consumption by final consumers. In 1933 over 30 per cent of coal was used for domestic heating, a slightly lower amount in general manufacturing, with railways, shipping and electric power accounting for 10, 7 and 7 per cent, respectively (Wright 1984: 75).

The shift from direct to indirect use has been a long and slow process. In the 1950s less than 10 per cent of coal was used in electricity generation, the rest being consumed directly. Around 40 to 50 per cent was used for domestic heating and cooking (ZMGX 2006: 568). Change after that was gradual, and in the mid-1980s electricity generation still accounted for only just over 20 per cent of consumption, not much more than domestic use (ZMGX 2006: 569; ZNTN 1989: 160). From the 1990s, change accelerated, with the proportion of coal used to generate electricity rising from a quarter to almost half during that decade (ZTN 2010: 7-5). This may have led to increased efficiency and accounted for some of the slow growth of energy demand. Change continued in the 2000s and, as Table 1.4 shows, by 2008 electric power generation accounted for half of coal consumption.

Table 1.4  Pattern of coal consumption, 2008







	Sector
	Consumption (million tons)



	Electric power
	1367


	Coke production, etc.
	264


	Iron and steel
	241


	Non-metallic minerals
	230


	Chemicals
	151


	Household consumption
	91


	Other
	465






Source: ZTN 2010: 7-9


For their part, consumers increasingly used energy in the form of electricity rather than directly consuming coal. Within industry, direct use of coal fell from 40 to 20 per cent of total energy consumption between 1980 and 2006 (China Energy Group 2008: 4A.5.1). Total residential use of coal increased up to 1988, but the structure of household energy consumption later changed dramatically, with direct use of coal falling from 90 per cent to one-quarter of the total between 1980 and 2006 (China Energy Group 2008: 4A.12.1, 2). These changes have offered considerable scope for improved efficiency, as the burning of coal in oldstyle industrial boilers – as well as domestic stoves – was very inefficient, while many new power stations are highly efficient, even if they do not yet address the issue of carbon emissions.

Other countries’ experiences suggest that China can go further along this path. Although in Japan – which generates its electricity mostly from oil (though the share of coal has been rapidly increasing) – electricity generation uses only around half of all coal, in the UK and the US, where coal is still important, that figure was well over 80 per cent in the late 2000s (IEA 2010a: IV.192, 301, 310). Switching from less efficient direct use of coal to more efficient use via electricity generation offers some prospect of limiting the increase of coal consumption and carbon emissions in China, though any gains will be limited under the present rapid growth model.

China’s Coal Industry in International Perspective

Over the twentieth century China’s coal industry changed from being a relatively minor regional player to being the largest in the world. In the twenty-first century, its level of production dwarfs that of any other country. Table 1.5 lists those countries producing over 100 million tons in 2009. Even allowing for the fact that China’s figures embody poorer-quality coal, meaning its production should perhaps be discounted by 30 per cent to be comparable (Smil 2004: 15), output was still more than that of the next three largest producers combined.


Table 1.5  China’s coal production in world perspective, 2009







	Country
	2009 production (million tons)



	China
	2971


	United States
	919


	India
	526


	Australia
	335


	Indonesia
	263


	South Africa
	247


	Russia
	229






Source: IEA 2010a: II.6.


Note: For comparison, UK production peaked at just over 250 million tons in the 1910s.


Given that the three largest coal producers consume most of their own coal, the structure of world consumption is not very different from that of production. Unlike the top three, Australia, Indonesia and, to a lesser extent, Russia export a substantial proportion of their coal, while the biggest importers are all Asian: Japan, China, Korea, India and Taiwan (IEA 2010a: II.13–14).

China’s position in the international coal market has long been as an exporter of relatively small amounts of coal. Now that it has emerged as a major industrial power, however, this is unlikely to continue. China’s comparative advantage is not as a resource exporter. Despite the unrealized hopes in the late 1970s that China would be able to use oil exports to pay for imports of Western capital goods (Naughton 2007a: 78), in fact China’s per capita endowment of energy resources is relatively small. As long as its industrial sector remained undeveloped, it was able to produce a surplus for export, mainly of coal but also, for a brief period during the 1980s, of oil. However, the rapid growth of industry and energy use in the 2000s has put a strain on energy supplies that is unlikely to be easily relaxed. China’s ratio of coal reserves to production is lower than that of the European Union or any other major region; the same ratio for oil, although better than the EU, is still worse than other regions and in absolute terms holds out only the prospect of just over ten years’ further production. The situation is a little better for gas, with a higher ratio of reserves to production than the OECD or the EU, but China still has only 1.3 per cent of global reserves, and gas supplies less than 4 per cent of its energy consumption (BP 2010: 6, 22, 32, 41). Comparative advantage therefore suggests that China’s long-term future is as an energy importer at the margin, though the size of the economy will mean that most of its energy supplies have to be found locally.

In this situation, China’s coal industry has been essentially a domestic affair since the late 1910s, with most of its production being consumed within the country and most of its consumption being supplied domestically. In the late nineteenth and early twentieth centuries, coal imports, mainly from Japan, supplied a large part of modern sector demand along China’s coast, accounting for over half of all shipments into Shanghai. Their position was, however, quickly eroded by the emergence of modern Chinese mines, at least when civil wars did not disrupt the major transport arteries. From the late 1910s, imports fell to only around 10 per cent of the total market and a quarter to a third of shipments into Shanghai, and China became a small net exporter. China exported 3–5 million tons of coal, around 15 per cent of production, in the 1930s, mostly to Japan as the latter developed its heavy and military industries (Wright 1984: 49; ZJMS 1990: 269).

Between 1949 and 2008, China was always a net exporter of coal, but for most of the period neither exports nor imports were important for the industry. From the late 1970s, the government identified coal exports as a possible source of foreign exchange. During the 1990s, in a period of slow growth of energy demand within China but a rapidly growing world economy, it strengthened export promotion, in 1999 changing the tax system and freight rates in order to promote this aim, in part as a way to ameliorate the economic difficulties of the coal mines (Lin 2008: 208; Chen Yangcai and Wang Dashi 2007: 15). As Figure 1.10 shows, exports rose steadily throughout the 1990s, peaking in the early 2000s. The burgeoning open-cast mines in north China, in particular, aimed to produce coal of a quality that would be acceptable on world markets, and in 2002–3 all exports came from the four major producers, with China National Coal Group (whose major mines are at Pingshuo, Shanxi) being the largest supplier (Guojia xinxi zhongxin 2004: 57).
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Figure 1.10  China’s coal imports and exports, 1980–2010

Sources: China Energy Group 2008: 7B.1; ZTN 2009: 17-9, 17-10, 2010: 6-8, 6-9; NBS 2011.

China’s position in the international coal market changed dramatically from 2002, with declining net exports reflecting the country’s lack of comparative advantage in resource supply (Jin 2010: 121–2). Because most of China’s coal is consumed domestically, changes in the internal market have a very strong influence on exports (Guojia xinxi zhongxin 2005: 99). The growth of demand for energy accelerated and from around 2002 China experienced sustained energy shortages, so any surplus available for export declined steeply. China increasingly looked to the international coal market to cover its shortfalls, which were exacerbated from 2005 by the closure of small mines. The southern provinces of Guangdong and Guangxi were the main importers, reflecting the expense of transporting Chinese coal from the north. In 2006 and 2007 the government changed the tax structure to encourage imports, abolishing the tax incentive for exports and the import duty on coal (Huang Shengchu 2008: 38; Chen Yangcai and Wang Dashi 2007: 15–16). After a period in 2007–8 when the trade was approximately in balance, in 2009 China for the first time registered a substantial net import balance of over 100 million tons. Although this was in part due to short-term arbitrage advantages that made it more profitable to import than to use Chinese coal (Morse and He 2010), longer-term factors meant that net imports increased to 140 million tons in 2010. In early 2010 China was reported to have signed a US$60 billion deal for Australia to supply coal over the next two decades, though the amount involved equates to only a small part of domestic production (Financial Times 7 February 2010).

Although both imports and exports have mostly been marginal for the industry, its very size and that of China’s economy have meant that when either exports or imports were at their peak they had an impact on the world market and on world prices. In 2003 China was the second-largest coal exporter, after Australia (IEA 2010a: III.37). In 2009, it was the second-largest importer, after Japan, and in 2010 demand from China’s power industry was a major factor holding up world coal prices (IEA 2010a: II.14; Financial Times 9 February 2010). For the future, one of the great advantages (among many disadvantages) of coal for China is that most of it is domestically supplied. Although China will still seek high-quality coal for coastal markets from overseas, it is unlikely that it will either want or be able to satisfy a large proportion of its demand from imports. It is even less likely that it will resume its role as a net exporter of coal.

Coal and China’s Environment

Overshadowing all other issues surrounding China’s coal industry is the impact of coal production and consumption on the environment. This poses serious problems in the forms of water and air pollution and land degradation, and even more intractable ones in relation to carbon emissions. With China’s growing wealth and sophistication, the former problems can probably be addressed, but the last has no clear solution, given the country’s heavy reliance on coal.

The production of coal has serious environmental impacts. Many mines are in relatively remote areas, so the damage often attracts little publicity, even though it has significant effects on local inhabitants. Probably the greatest negative impact is through land degradation, Surface mining, which accounts for a small, but growing, proportion of China’s output – under 5 per cent in 2004 (ZMGX 2006: 5, 183) – is particularly problematic, despite its other advantages, such as cost and safety. Mining activity is one cause of encroaching desertification in the rapidly developing surface mining areas of the north-west. In Shenmu County (Shaanxi), a major new mining centre, stripping the land to mine coal is causing an expansion of sand dunes in both mining and surrounding areas and the desertification of around 130 square kilometres of land (Liu Yansui et al. 2003: 197–8).

Even the majority of China’s coal mines that are still underground have serious effects on the land. Subsidence is a major problem, with an area of 200,000 square metres subject to surface subsidence for every million tons of coal mined (Geng 2008: 594). If we conservatively assume that about 80 per cent China’s of 3-billionton coal production is mined underground, that would mean subsidence over 480 square kilometres annually. Many families in mining areas live in daily fear of their houses collapsing around them: one farmer in Huairen County (Shanxi) saw ever-increasing cracks in his family’s house, and said, ‘We can never be sure when the house will collapse around us while we are asleep’ (Xu Jianqi 2009: 71).

The production and storage of solid waste is another serious cause of land degradation: China’s coal production has cumulatively produced up to 5 billion tons of slag, with slag heaps occupying up to 65,000 hectares (Jin 2010: 94). A study of new mine projects argued that each mine would produce 480,000 tons of slag a year, taking up 98,700 square metres of land. All projects together would produce 69 million tons, covering 14 million square metres (Geng 2008: 594). In Hancheng (Shaanxi), land degradation, through subsidence or slag heaps, covered 42.3 square kilometres out of a total mine area of 1750 square kilometres (Cui 2009: 15). In the rainy season, slag heaps in Shuicheng (Guizhou) often leaked pollutants, damaging downstream industries and housing (Hu Qian and Gu Guangxian 2008).

Coal production also puts serious pressure on water supplies, a problem exacerbated by the concentration of coal resources within the water-short Yellow River basin (Jin 2010: 94). Water supplies are also stretched at a more local level, and in Jixi (Heilongjiang) 40 per cent of mining operations are in districts suffering from severe water shortage (Song et al. 2008: 95). Mining also disturbs underground streams and sources of water, while subsidence often causes springs to dry up (Cui 2009: 15). In Shanxi, the governor stated in 2008 that 47 per cent of Shanxi’s 7100 kilometres of waterways had dried up because of coal mining, reducing the annual harvest by 170,000 tons (Han Wen 2008). In addition, coal production creates large amounts of waste water, through the use of water to control the danger from coal dust or for washing coal. The 69 new mining projects that are located in the Yellow River basin (out of a total of 115), broadly defined, will emit 120 million tons annually (Geng 2008: 594), while in Hancheng mines discharged 450 tons of untreated waste water a day into the river system (Cui 2009: 15).

Finally, air pollution through the discharge of untreated methane is not only a serious environmental problem (methane is one of the worst greenhouse gases) but economically undesirable. Globally, in the 1990s, around 30–40 billion cubic metres a year were liberated by coal mines, less than 10 per cent of which was utilized as fuel, the rest being discharged into the atmosphere (Bibler et al. 1998: 283). In 2005, Chinese mines alone discharged around 15 billion cubic metres of methane, over 40 per cent of the world’s total (IEA 2009: 7). Worldwide, methane control is seen as having three benefits: improving mine safety, improving the economic results of the mines, and reducing greenhouse gases (Bibler et al. 1998: 284). In China until recently, the major concern has been safety, and much effort has recently been put into controlling and utilizing methane in mines (see Chapters 7 and 8). As methane itself can be used to produce energy, control and extraction can also be profitable, and China has become a leader in the field (IEA 2009: 13). Nevertheless, as late as 2006 less than one-quarter of the methane drained from mines was utilized (Peng 2007: 61).

These problems result in serious environmental damage to coal mining districts. The overall damage to Shanxi’s environment, especially in such areas as Linfen, Datong and Yangquan, is nationally notorious, and has spurred those who can leave – ironically including the mine owners – to become ‘environmental migrants’ and move to less damaged areas (Zhan 2006). The damage to Xiangning County was estimated at 700 million yuan per year, more than the entire revenue of the local government. One estimate suggested that the cost of restoring the province’s environment after mining was 71.4 yuan per ton mined; another that damage amounted to 3.1 per cent of cumulative GDP over twenty years (Wang Junxiu 2010: 71; ZMB 1 February 2008: 6).

The environmental consequences of coal consumption are far more widely felt though more thinly spread, in that the direct impact on a specific locality is less clear than in the case of coal production. But they are at least as serious for society as a whole. The main consequence is atmospheric pollution. Anyone who visited the major cities of north China in the 1980s or 1990s could not but be aware of the pervasive smell of coal burning, and the particulate emissions from this process have been a health hazard for the populations of China’s cities and beyond. The World Bank estimates that twenty of the world’s thirty most polluted cities are in China. Coal burning is a major factor in this, and the coal mining centre of Linfen (Shanxi) often comes ‘top’ of many lists. Five of seven cities showing particulate matter concentrations of over 150 micrograms per cubic metre in 2000–5 were in China, though Karachi in Pakistan had the highest concentration (World Bank 2009: 92–3).

Figures for 2007 showed that only 2 per cent of cities (basically those in Hainan) met the Grade I air quality standards achieved by most cities in Europe and North America. Most cities met standards II or III, but 3 per cent failed to meet even the lowest standards (Ministry of Environmental Protection 2008; World Bank 2007b: xviii). This pollution has serious health effects and one study suggested that in 2004 air pollution caused almost 300,000 deaths in 111 key Chinese cities (Zhang Minsi et al. 2008: 951). However, Thomas Rawski (2009: 354) shows that, although Chinese levels of air pollution are higher than those in developed countries today, they are far from exceptional when compared with the same countries during early industrialization.

Acid rain is a further consequence of coal consumption and is increasingly becoming a major constraint on agricultural production. Up to 40 per cent of China’s agricultural land is affected (You and Xu 2009: 4469). Most of this is in south China, where the acid rain abatement zone is concentrated. This is partly because local conditions in the north are more favourable to abating the effects of acid rain, and partly because some of south China’s coal has a particularly high sulphur content. Nor is the issue limited to China. Both Japan and Korea see acid rain coming from China as a major pollution problem, while even in the United States increasing levels of mercury deposits have been attributed to Chinese coal consumption (Economy 2007).

Although these issues focus on the outside environment, the reliance on coal as a domestic fuel has more immediate and concentrated results. Since the 1980s, urban households have largely switched to using electricity or gas for domestic cooking and heating, but most rural households still use coal or biomass fuels, and this causes up to 420,000 premature deaths annually. Some argue that the emissions from biomass are substantially greater than from coal and that the growth in coal use in, for example, Shanxi leads to lower indoor air pollution levels (Mestl et al. 2007: 22–4). There is, on the other hand, some evidence that the harmful effects of burning coal are greater, because of the toxic compounds involved. Epidemiological studies from villages in Yunnan show that non-smoking women who use coal as their domestic fuel have a much higher rate of lung cancer than those who do not. Not surprisingly, many respiratory diseases are also much more common in such situations. In some counties in Guizhou and Shaanxi, the situation is even worse, as the local coal supplies have a high arsenic content, and this affects 300,000 people. Measures to restrict the problem include the design of better stoves, the manufacture of honeycomb coal briquettes to reduce emissions and the use of clean coal, but there remains a long way to go in rural areas (Zhang Junfeng and Kirk R. Smith 2007: 849, 853).

The most general issue with coal consumption is that of carbon emissions, which, of course, are limited neither to China nor to the use of coal. The use of any fossil fuel creates carbon emissions, but at least with current technology coal produces the most. China’s very heavy reliance on coal is therefore part of the reason why it has recently become the world’s largest emitter of carbon dioxide, emitting around 7.7 billion tons in 2009. Per capita emissions are far less than those of the United States or most other developed countries but have quadrupled since 1980 and are above the global average (EIA 2010d). China’s accelerating energy consumption in the 2000s may mean that many of the estimates for world carbon emissions were too optimistic (Shealy and Dorian 2010: 2121).

Many of the problems caused by coal production and use are potentially soluble, with a possible trajectory along the lines of an environmental Kuznets curve. This is not to understate the severity of the problems or the difficulties in addressing them but, as China gets richer, it has increased and will continue to increase the resources, political and material that go into addressing these issues. Thus, there has been interest in concepts of green GDP nationally and in environmental accounting at the level of the mining enterprise. Rawski’s (2009: 361) study shows that China’s urban air pollution has been declining, and more rapidly in relation to other economic variables than was the case in developed countries. This reflects increasingly efficient and clean energy conversion. The greatest gains have been in the reduction of particulate emissions in the cities, which fell substantially between the 1980s and 1990s (as shown by both statistics and personal experience), though progress seems to have slowed during the 2000s. The very substantial improvement in Beijing’s environment, initially during the Olympic Games but continuing afterwards, shows that progress can be made, and even such a city as Taiyuan, capital of China’s coal base in Shanxi, has managed to improve its environment from the low point in the 1990s. There has, however, been more limited success with other types of pollution: emissions of sulphur dioxide have increased by over 25 per cent and those of industrial waste gases by 150 per cent (Lin 2008: 377), while nitrogen oxide emissions, which are mostly linked to automobiles rather than coal, have also failed to decline.

Improvements in air quality have often (not always) been the result of shifting industry out of city centres and transferring the pollution elsewhere (Vennemo et al. 2009: 216), and this was certainly the case with Beijing. However, again Rawski (2009: 364) suggests that even outside the major cities air pollution is declining in accordance with a Kuznets curve, though with a time lag from the decline in the big cities.

Carbon emissions are a much more intractable issue, and economy-wide changes will be necessary if progress is to be made on that front. A number of possible solutions can be envisaged. First, technical progress will certainly lead to increased efficiency and reduce the amount of coal burned to produce a given amount of energy. Second, a shift in China’s economic structure away from heavy energyconsuming industries would be beneficial not only in this respect but in a re-balancing of the economy towards consumption and services. Nevertheless, while the overall growth of the economy remains at the level of 8 per cent or higher, it is difficult to envisage a situation where these two factors lead to an actual decline in carbon emissions. In the longer term, carbon capture may offer a way forward, and China is increasingly at the forefront of research into this. However, the technology is very uncertain and widespread implementation probably decades in the future. China’s energy mix might also shift away from coal, perhaps to the use of other, less damaging fossil fuels, but more hopefully towards renewable and possibly nuclear energy. In the end, it seems likely that for China, as for many other countries, the nuclear option, with all its problems, holds the greatest potential for reducing carbon emissions.

While acknowledging all of these serious problems caused by coal production and use, it is important to remember that there are other, even more serious, environmental issues. The word ‘coal’ was mentioned only four times in the communiqué introducing the results of the First National Pollution Census in 2010 (NBS 2010). Although this certainly understates the importance of coal-related issues, a major implication of the census has been to put agriculture much closer to the centre of China’s environmental problems, and of course the amount of land used by agriculture completely dwarfs that affected by coal mining. Likewise, the demands of agriculture on water supplies far outweigh those of coal mining.

Other industries also constitute equally – or even more – serious sources of pollution. Coal production is responsible for only around 4 per cent of waste water discharges, against 19 per cent by paper manufacturing and 14 per cent by chemicals (ZTN 2010: 12-20). It accounts for less than 3 per cent of dust emissions, against 66 per cent for non-metallic mineral products. Moreover, although into the 2000s coal remained the major source of particulate emissions in Chinese cities, the rapid growth of road traffic is becoming increasingly important, as it is in the West (You and Xu 2009: 4471). However, the fact that electric power generation accounts for 55 per cent of sulphur dioxide emissions and over 40 per cent of soot emissions is testimony to the problems caused by coal consumption (ZTN 2010: 12-26). Thus, overall, some 90 per cent of China’s sulphur dioxide emissions, 70 per cent of soot and carbon dioxide and 67 per cent of nitrogen oxide originate in the burning of coal (Lin 2008: 375).

Overall, China’s trajectory has been similar to that in many other early industrializing countries, with a Kuznets curve phenomenon of rising and then falling pollution, as well as a shift in the major source of pollution from coal-based industries to automobiles. The link between carbon emissions and climate change does, however, pose new problems and challenges, both for China’s economy and for the rest of the world.


Part II

Rents, Prices and Profits in Coal Mining


2    Rent Seeking and the Political Economy of Coal Prices

Introduction

Prices have crucially influenced the way that the state has interacted with the coal industry and managed its relationship with other sectors. This chapter examines the issues, political and economic, that surrounded reformers’ attempts to adjust, regulate or deregulate the price of coal, and analyses the interests involved. It then examines rent-seeking activities both by the coal industry and by consuming industries after prices became mainly market-determined. Although taking account of the more technical issues involved, it argues that this has inherently involved a political struggle between competing interests.

Coal Prices under the Planned Economy

Although price was not a major tool of resource allocation under the planned economy, and most coal was distributed directly through the planning system, low coal prices – in comparison with both pre-war relative prices and world prices – still played a crucial role in China’s economic system. At a national level coal circulated through the planning system at low prices set by the central state. Even at a local level, the authorities in Yangquan (Shanxi) set low prices on coal from local mines in order to support local industries and domestic consumers (He Shengde 1983: 46); higher prices were generally charged to outside customers, a distinction made easier to maintain by the chronic shortage of transport capacity (Warren 1992: 83). Relative to coal, cotton yarn cost 50 per cent more in 1952 than in 1933, steel and machinery more than twice as much (Liu Ta-chung and Yeh Kung-chia 1965: 449, 569). Comparing international prices for coal and steel, industry interests argued in the late 1950s that a ton of steel cost 22 times as much as a ton of coal in China, but only 8 times as much in the USSR, 15.5 times in the USA and less than 4 times in the UK (Zhang Mengzeng 1958: 14). Later, in 1984, the comparable figures were 40 times as much in China, just under 10 times in the US and under 5 times in Japan (Liu Guanwen et al. 1990: 112–13).

The substantial rents created by low prices were redistributed in two directions (Fung 1987; Hu Xiaobo 2009; Liew 1993: 373). First, they accrued to the consuming industries through the supply of cheap inputs. Promoting rapid economic growth, particularly of manufacturing industries, was one motivation for setting coal prices low in China, as in other socialist countries (Ch’en 1978: 92). Second, they accrued to final consumers of energy (either directly or through the consumption of electric power). Sparing the population the agonies of the inflationary spiral that characterized China in the 1940s was another motivation behind the low price policy (Dong 2002: 18). The prime beneficiary was the urban population, whose access to cheap coal (along with cheap food and other goods) was part of the implicit social contract between the Party and urban workers.

Geographically, low coal prices involved a subsidy for the (generally richer) consuming provinces from the (generally poorer) producing provinces. This led to a strong perception in the major producing provinces, including Shanxi and Guizhou, that their resources were being directed to others’ benefit while their own populations remained mired in poverty (Dong 2002: 159–60; Gao Chunde and Zhang Wanqing 1991: 492). One official in Shanxi described their coal exports as a ‘blood transfusion’, and the province engaged in long-term lobbying for higher prices (Zhongguo jingji shibao 23 July 2008: 3; Goodman 1999: 224).

Low coal prices created a range of problems. First, they affected profits and even by 1957 half of China’s coal mines were operating at a loss (Donnithorne 1967: 242, 285, 451–3). To some extent, under the planned economy this should not have mattered. Budget constraints were soft, and any losses were covered by the state. This represented a growing burden on the state budget, particularly from the 1980s, but had a limited effect on enterprises and their managers, for whom profit was not the primary aim at the time. More importantly, investment funds were allocated through the plan, and sufficient funds could still have been provided to develop production, despite the low profits.

The state’s central concern was whether production was growing sufficiently rapidly to meet the demands of its industrialization strategy. Throughout the period, coal was by far the most important provider of commercial energy (ZNTN 1989: 81). The growth especially of the energy-intensive heavy industrial sector depended on coal supplies. However, production of primary energy was falling behind the needs of the economy, and the coal industry became a bottleneck on development (Tian and Qiao 1991: 359). By the 1970s, energy shortages were preventing a quarter of industrial capacity from functioning properly (Zhao Dexin 1989: 524; Thomson 2003: 93). While shortages were initially limited to a few industrial centres in the east and the north, over the 1970s and 1980s the problem became nationwide (Zhongguo shehui diaocha suo 1990: 171).

In practice, therefore, even officials acknowledged that ‘the law of value still has some influence on production decisions’ (Geng Zunsan 1959: 28). Chinese economists realized that low prices provided poor incentives and, through reducing the funds generated within the industry, led to the choice of labour-intensive techniques and an underinvestment in safety and new technology. When possible, they argued for higher prices in order to stimulate output (Donnithorne 1967: 242, 285, 451–3; Dong 2002: 119).

Moreover, low coal prices sent signals to both producers and consumers that encouraged behaviour conflicting with other government aims. For producers, coal prices, like prices in general, made insufficient allowance for regional differences in production and transport costs and for differences in quality, and this distorted the pattern of production, discouraged value added processes like coal washing and wasted scarce transport capacity (Tian and Qiao 1991: 360–3; Albouy 1991: 8–9). For consumers, low prices offered little incentive to use energy efficiently. China was a profligate user of energy, both because its industrial structure was biased towards energy-intensive heavy industries, and because low levels of technology led to wasteful use (Zhongguo shehui diaocha suo 1990: 175–83).

In order to address these problems, coal prices were adjusted several times: a 20 per cent increase in 1958; a further 14 per cent (for lump coal) in 1962; and another 10 per cent in 1965. After that there was a long period of stability between 1966 and 1978 before a 32 per cent increase in 1979. By the early 1980s, the government had identified the energy sector as a serious bottleneck, and announced that it would give it priority in allocating investment, though it stopped far short of any thorough restructuring of prices (Zhao Dexin 1989: 525; Hu Changnuan 1991: 145; Lardy 1989: 291–3). While these adjustments temporarily eased the immediate problems of the coal mines, over the longer term prices rose more slowly than costs – 2.7 per cent against 2.85 per cent per annum between 1950 and 1983. So, whereas prices were 22 per cent higher than production costs in 1950, the gap had narrowed to only 16 per cent by 1983 (Hu Changnuan 1991: 145–6).

Partial Reform and the Dual-Track System

These problems impelled the state to consider raising the relative price of coal and readjusting the mechanism for price formation in the direction of market forces. However, such changes threatened to redistribute large volumes of rents, and those who had enjoyed access to those rents put up strong opposition. In particular, coal consumers, both enterprises and households, had become accustomed to cheap coal. As the World Bank (1985: 175) wrote in 1985:

The most obviously distorted of all China’s producer prices are the state-set prices of energy and some raw materials – far below opportunity costs in domestic and world markets. But the sheer magnitude of these distortions makes them hard to correct: to introduce the required price adjustments at one stroke would involve dramatic changes in the financial circumstances of many enterprises and institutions.

As a result, the state adopted a halfway house – a dual-track price system, whereby much coal continued to be distributed through the planning system at administered prices, but some circulated at negotiated or market prices. The aim of the system was to ensure that at the margin coal producers had sufficient incentive to increase production and consumers faced more-or-less economic costs (Diao 1987: 37). In the chronic sellers’ market of the 1980s, it was possible to develop a market-oriented sector at the margin while still protecting those interests that had benefited from cheap coal by maintaining previous levels of distribution within the plan (Byrd 1991: 198–9).

Dual-track prices originated in the late 1970s, before they became official policy. There was a gradual rise in the proportion of coal – mainly that produced by TVMs – sold at market prices, from under 17 to around 25 per cent between 1979 and 1984. The larger mines also argued that they should be allowed to sell some of their output at market prices. So, in order to stimulate production, in 1982 the government allowed twenty-two mines to sell over-quota output at 25–50 per cent over state prices (Zhang Zhuoyuan 1992a: 277). From 1984–5, the government began officially to authorize dual pricing, allowing all TVMs to sell their output at market prices, and local SOEs to sell coal produced over their target quota at a premium (Hu Changnuan 1991: 147). After hard bargaining by the heavy industry ministries, which were being left behind in an environment of rising prices and free markets, similar concessions were made to the key SOEs in 1985 (Shirk 1993: 272–3; ZMGN 1986: 77–8).

A large proportion of coal did continue to circulate at a fixed price into the 1990s. Even in 1993, around 85 per cent of coal from the key SOEs in Shandong was still sold through the plan, as well as 25 per cent of that produced by local mines (Sun Zhihua 1993: 27). Many local governments tried to control prices even of TVM coal in order to reduce excessive competition; but such restrictions were difficult to police, except to some extent when the coal was loaded on to railway wagons to be shipped to other areas (Tian and Qiao 1991: 362).

Nevertheless, the balance began to shift away from planned towards market-determined prices. The share of the TVMs is a reasonable proxy indicating the increase in sales at market prices (Guo Jiann-Jong 1992: 113–17), and this share grew to about 40 per cent of output by the early 1990s (see Table 1.2, above). From the consumers’ point of view, in the late 1980s only about half of coal purchases by Jiangsu and Shanghai came through the state allocation system (Warren 1992: 80).

Dual-track prices did register some successes. Higher marginal prices provided an incentive to increase production, which grew by 6.3 per cent throughout the 1980s, compared to 4.7 per cent between 1956 and 1976. Moreover, the economy registered ‘astounding’ declines in energy intensity, by about 50 per cent between 1978 and 1995 (Kambara 1992: 612; Smil 1998: 947). Although this partly reflected a shift towards light industry (albeit in a situation where the share of industry in the economy was growing), higher prices also promoted technical progress in coal use (Garbaccio et al. 1999: 90).

Nevertheless, dual-track prices failed to solve many of the problems of the old system or to bring about a convergence of market and planned prices. For agricultural consumer goods, free market and state prices converged, with the former being 80 per cent higher in 1975, 48 per cent in 1980, 28 per cent in 1985 and only 5 per cent by 1991, but coal prices showed little tendency to convergence. Free-market prices increased from being 45 per cent over plan prices in 1986 to a peak of 168 per cent in 1989, before declining back to 70 per cent in 1991 (Kumar 1994a: 33–4). In addition, the coal market was partly distorted because a relatively high proportion of coal was still allocated through the plan. The market was therefore smaller than it would otherwise have been and more vulnerable to temporary fluctuations. By the same token, of course, the large profits available created interests with a stake in maintaining the system.

Moreover, as will be shown in Chapter 3, losses by SOE mines increased over the period, partly because the prices of production materials were freer than that of coal. In the absence of any working law of bankruptcy, the ‘soft budget constraint’ meant that these losses became an increasing burden on the state budget, with subsidies rising from 300 million to 5.9 billion yuan between 1985 and 1992 (Li Ziyun and Zhu Yaonian 1992: 3; Guojia jiwei 1996: 18).

Continuing low administered prices did not encourage investment. This had not mattered so much while investment funds were allocated by the central authorities. But in the reform era, when they were made available partly on the basis of profits and at partially realistic rates of interest, it became a major issue. In the medium term, output continued to expand because large mines were able to make use of past investments, while the low-cost small mine sector expanded rapidly. In the longer term, however, the lack of investment in an industry that required a long lead time provided a poor basis for the continuing expansion of production (Tian and Qiao 1991: 359; Zhang Zhuoyuan 1992b: 181).

On the side of demand, energy intensity declined, but was still high, and low prices offered insufficient incentive for efficient coal use. As a result, industrial boilers used much more coal than was necessary; similarly, building insulation was a low priority when fuel was cheap (Albouy 1991: 9–10). One study estimated that if coal reached a ‘rational’ price level, the return on energy economizing investment would rise to 50 per cent above the current normal return (Tian and Qiao 1991: 363).

In addition to the problems inherited from the planned economy, the system offered new opportunities for rent extraction, and thence for the emergence of vested interests based on those rents. Total rents generated may have been a smaller proportion of GDP than under planning, because an increasing proportion of output was sold at market prices, though the gap between the official and effective prices of coal may have increased (Liew 1993). Nevertheless, dual-track prices made it far easier for enterprises and individuals to convert their control over scarce goods into cash. In the mid-1980s the gap between administered and market coal prices generated rents of around 30 billion yuan, between a third and a half of the industry’s total costs, or as much as half a percentage point of total industrial value added. Not all of this was ‘at the cost’ of the coal industry. Perhaps about a third represented a transfer from coal to other sectors, while the other two-thirds reflected equally subsidized inputs into coal production and subsidized transport or more direct government subventions (Albouy 1991: 10–12; Hu Heli 1999: 45–8).

At least part of these rents could be diverted into individual hands by those who could practise arbitrage by accessing – as producers or purchasers – coal at the cheap state price and selling it on at the higher market price (Tian 1995: 15; Ding Zhao 1991: 48). Many trading organizations were set up for this purpose, greatly complicating the channels for the circulation of coal (Mao and Zhu 1996: 44). Those able to take advantage were mostly officials or SOE managers, and the phenomenon became known as ‘official profiteering’ (guandao). For example, in 1992 an official of the Beijing Coal Company was sentenced to a long term of imprisonment for making 1 million yuan by illegally diverting coal to sell at a profit (RR 24 January 1992: 4). The public and the World Bank saw the dual price system as the ‘economic basis’ of corruption and this was a major motivation behind calls for the marketization of the coal price (Zhang Zhuoyuan 1992a: 276, 1992b: 93, 99; Fan 1994: 144; Hu Changnuan 1991: 147).

Rent seeking was not limited to illegal speculation, but also took the form of other ‘undesirable’, albeit legal, activities by SOE mines. It was obviously in their interest to maximize the proportion of their output sold at the much higher market price and to minimize that which circulated within the plan. This directed an uneconomic amount of the enterprise’s energy into negotiating its obligations under the plan – a common feature even in the planned economy – in order to maximize its returns (Fan 1994: 143; Walder 1987: 36; Ellman 1989: 45–6). Some SOE mines tested the boundaries of legality by under-fulfilling their planned production quotas, while still producing ‘over quota’ coal for sale on the market (RR 7 November 1988: 1). In addition, the structure of prices, whereby the ‘free market’ price was far above marginal cost, the state price far below, probably provided too strong an incentive to increase short-term output, encouraging enterprises to mine their resources without concern for long-term conservation or environmental factors. Thus, the planned output of the Xuzhou mine (Jiangsu) in 1989 was less than 10 million tons, while actual output was over 12 million (Hu Changnuan 1991: 148). On the other hand, the press praised the mine for ‘putting the national interest first’ and fully supplying its customers within the plan, not allowing any coal to be sold by profiteers, implying that many other mines failed in this respect (RR 21 December 1988: 2).

The central government was aware of these problems and, by the early 1990s at the latest, opinion was hardening against dual-track prices and in favour of harmonization. While some still favoured harmonization at a state-determined price because of coal’s central role in industry and the people’s livelihood (Hu Changnuan 1991: 148), the logic of the system, as well as World Bank advice, increasingly favoured the use of market prices (Albouy 1991: 13–14). In 1993, the newly re-established Ministry of Coal was given the job of reforming the industry and wiping out the deficits of the coal SOEs, and immediately began to plan general price deregulation (ZMGN 1993: 152).

There was, however, a lot of opposition to the change, and it was difficult to mobilize the political will to implement reform, as many of those involved benefited from the existing system. The coal-consuming industries could be expected to be the main initial losers from reform and, for example, Shandong chemical fertilizer plants went from profit to loss during a 1992 experiment in coal price decontrol (Sun Zhihua 1993: 28; Lieberthal and Oksenberg 1988: 93). The most important case, that of the electric power industry, is dealt with later in this chapter.

Reform would also redistribute rents as between regions, and indeed as between areas within the same region. Coal consumption tended to be concentrated along the coast, production inland. Higher coal prices would benefit the interior at the expense of the coast, which had provided much of the broader impetus for economic reform (Shirk 1993: 264–5), though some areas were already increasingly acquiring their coal through the market

Perhaps more surprising was the ambivalence of coal industry interests themselves. In an immediate sense most players in the SOE coal sector stood to be major beneficiaries through the abolition of the rents others enjoyed at their expense. Indeed, some SOE managers looked to price reform as a possible panacea, offering the prospect of escaping from the cycle of losses and making their enterprises profitable (ZMB 8 October 1994: 1). The reform also offered potential benefits for workers. In the late 1980s and early 1990s, financial difficulties pressured mines to reduce wages and other benefits, for example by reducing the quality of food supplied to workers to just a dry bread bun (RR 8 April 1989: 2). Many mines were also unable to pay wages; by the end of 1993, 70 mining bureaux owed 2.5 million workers 1.6 billion yuan in wages (Liu Huaxin 1994: 4). This problem might be addressed by higher prices (Hu Changnuan 1991: 149).

Nevertheless, in a much broader sense, the SOE sector, enterprises, managers and workers were beneficiaries from the rents created and distributed through the system of economic planning, and price deregulation was explicitly linked to the government’s intention to wind down the subsidies through which it had been supporting the industry. So, resistance from the state enterprises was a major constraint on reform. Moreover, the economic ministries, which became no more than the representatives of their constituent enterprises, leaving any mediation function in the general interest to higher-level bodies such as the State Planning Commission (SPC), often formed part of the opposition (Chen Shutong 1996: 23).

Even the big combines – which, on the face of it, would gain from a price increase that would make their operations economically viable – were ambivalent about reform. They had long been pillars of the planned economy, and the head of a huge enterprise like Kailuan (Hebei) or Datong (Shanxi) could expect a place at the table when major decisions were made (Shirk 1993: 108–9). Managers in such positions were hesitant to incur the greater risks of involvement in the market. Advocates of reform saw one of its main aims as breaking the old model of the planned economy and changing old bureaucratic habits of thought (Huang Xinhai et al. 1994: 52). Incentives for managers to support reform were further weakened because the SOEs were not fully independent accounting units responsible alone for their own profits and losses (Guojia jiwei 1996: 18). Consequently, they faced much less pressure to address their losses than in a fully capitalist economy. Indeed, many managers believed that the state would never let such a basic industry fail and so just sat and waited for more subsidies (ZMB 12 May 1994: 4).

Even after prices were deregulated, the SOEs remained ambivalent and at least some supported continued regulation. A manager at Datong called for the ‘comprehensive use of economic, legal and administrative methods to strengthen [government] management of the post-decontrol coal price’, and drew a sharp distinction between a market and a laissez-faire economy (Liu Jingze 1994: 7). Commentators suggested that the SOEs had been ‘pushed into’ reform and, instead of embracing market ideas, were just passively waiting for developments (ZMB 12 May 1994, 12 January 1995: 2). Many enterprises still looked for administrative measures and government help – such as protection or tax holidays – to get them out of their difficulties, rather than embracing innovation and cost-cutting (Zhongguo wuzi bao 28 March 1994: 1). According to a manager at Xuzhou, while SOEs benefited from price deregulation they also faced higher risks and lost government subsidies. So, when prices fell in 1997, the mine incurred large losses (ZMB 12 February 1998: 1).

The workers likewise had been beneficiaries of the old system and understood correctly that price deregulation would be accompanied by a broader market-oriented package of enterprise reform, involving large-scale job losses and the withdrawal of the many subsidiary services that contributed to the workers’ social wage and kept many of them employed: as the government pointed out, labour welfare payments – at 4.8 billion yuan – were more than two and a half times the mines’ net losses (Guojia jiwei 1996: 18; Pu 1995: 6). These services would now be commoditized, and one manager suggested that a prerequisite for successful reform was ‘smashing the idea that state workers should be looked after by the enterprise from birth to death’ (Li Yucheng 1995: 9). Higher coal prices would therefore not necessarily be translated into higher or more secure incomes. Thus, the workers could also see benefits in the system of administered prices.

Even the market-oriented TVMs were probably not a powerful force pushing for reform. First, they did not have the political clout enjoyed by the SOEs, supported by a major industrial ministry; rather, they were scattered and in many ways vulnerable, economically to credit squeezes, politically to any change in policy. Second, they also benefited from the dual-price system, which created an (albeit large) niche market where they were protected from direct competition from the large mines and where prices were probably higher than they would have been in a unified market.

At first glance the state’s fiscal organs would appear to be major beneficiaries of any freeing of coal prices, reducing the mines’ losses and therefore the subsidies that had to be paid to keep them afloat, which were becoming an increasing burden on the budget (Xiao 1994: 62). On the other hand, even for the state there were countervailing factors. The subsidies were partly balanced by remittances of profits from coal-using industries. Increasing coal prices would reduce those profits and thence government income as well as expenditure. Further indirect effects, such as any impact on the growth rate, make the calculation even more complex.

Despite these obstacles, the broader inefficiencies introduced by price distortions persuaded most leaders of the need for change. After a long period during which energy price reform seemed too difficult, in 1993 the government decontrolled prices in eleven provinces and regions (Jiage lilun yu shijian 1996: 18; Zhongguo wujia nianjian 1994: 37). As part of a plan to overcome the industry’s losses within the following three years (ZMGN 1993: 157), the Ministry announced that, from 1994, most coal would be sold on the open market, and soon thereafter all coal prices would be freed (Jiage lilun yu shijian 1996: 18). From July 1994, the state abolished the unified and planned price of coal, and most SOE mines as well as TVMs sold their coal at market prices (Guojia jiwei 1996: 18; ZMB 12 February 1998; Shi Dan 2008: 6).

At the same time, the state still had an interest in maintaining price stability, and so retained some capacity to intervene. From the beginning, many observers had feared the inflationary repercussions of freeing coal prices and, in the context of the inflationary bubble of 1992–4, a study identified anti-inflation policies as one reason not to expect major rises in the coal price in 1995:

Coal is a major material that affects the national economy and people’s livelihood and changes in its price can lead to the effect of ‘pulling one hair and affecting the whole body’. If the price of coal rises too much, it will influence the state’s macroeconomic regulation target of strictly controlling prices. Because it is beyond the capacity of consumers to absorb, it might also lead to problems affecting social order and unity, so that the state would have to interfere and adopt control measures.

(Chen Xiuzhi 1995: 42–3)

Thus, the government still saw itself as having a guiding role. A 1994 SPC order stipulated that, while prices should be determined by supply and demand, they should not rise too rapidly (more than about 4 per cent) – so as not to affect downstream consumers too seriously. It also prohibited users from raising their own prices in order to recover the increased costs. Coal sold for household use was also controlled through the State Council policy on prices for daily necessities (Guojia jiwei 1994).

In addition, intervention by provincial and local governments continued. Indeed, the SPC called for sub-national price authorities to strengthen their supervision of coal prices (Guojia jiwei 1994). Yunnan set a mandatory price for coal supplied to the power and fertilizer industries and an indicative price elsewhere (Zhongguo wuzi bao 11 June 1995: 2). On the other hand, the SPC believed that Shanxi, by far the largest producer of coal, manipulated prices to its own benefit (Chen Shutong 1996: 24). In any case, market conditions limited price rises and, even with a booming economy and price deregulation, coal did not at this time become a major source of inflation.

Rent Seeking in a Market Economy From 1994

From 1993–4, China’s coal prices were predominantly market-determined, but this did not end contention between different interest groups. Rather, rent-seeking opportunities emerged that more closely resembled those encountered in capitalist societies, where energy prices are also a focus of political contention. In China, both producers and consumers have attempted to create or maintain rents in their own interests. In times of economic downturn, coal interests have looked to cartelization and state aid to hold up coal prices and generate rents. In boom times, coal consumers, especially the electric power industry, have similarly lobbied for the state to regulate prices, and create rents for them.

Producers’ Cartels and the Maintenance of Coal Prices

The producers, particularly the large SOE mines, hoped price reform would raise prices to a level at which coal production was economically viable and preferably profitable. As Chapter 3 will show, to some extent this did happen. Nevertheless, by the time reform was implemented, the national economy had begun to slow. Although it remained quite strong up to 1996–7, from 1997–8 it went into at least relative decline. The industry then began to adopt rent-seeking methods – seeking government intervention and proposing to establish cartels – in order to improve its situation. This was part of a much wider trend whereby associations or companies in many industries, from steel to consumer electronics, tried to organize price controls to deal with ‘excessive’ competition and falling prices; very few of these attempts met with much success (Kennedy 2003, 2005).

With the slowdown – gradual, according to the NBS; much sharper, according to Western scholars, such as Thomas Rawski and Angus Maddison – which resulted mainly from government policies to control inflation but also from the impact of the Asian financial crisis (Naughton 2007a: 443–4), producer goods prices began falling from late 1996, though only from October 1997 did commodity prices start to fall across the board. Coal prices, having risen steeply in 1993–5, began to decline in 1997 – by 8 per cent between 1997 and 1999, according to official figures for ex-mine prices. Both demand and supply factors were at work. Slower growth reduced demand, while overcapacity installed in the boom period of 1992–4 created, for the first time since 1949, a situation of oversupply of coal (Hu Angang 1999: 16). By 1999, coal stocks held at the mines had reached 85 million tons, far beyond a rational level (Pan 2000: 9).

In this situation, coal consumers were able to force down prices. Despite government directives demanding higher prices to fund safety improvements, electric power plants did not hesitate to switch suppliers in search of cheaper inputs (Guojia xinxi zhongxin 2005: 69; Guo Yuntao 2003a: 9–11). As market prices were lower than the official prices, power companies reneged on contracts with large mines in order to buy cheaper TVM coal (Zhongguo jingying bao 14 March 2009). Whereas in the US in the 1970s buyers only rarely broke contracts when prices fell (Joscow 1990: 258, 262–3), the enforcement of contracts was weaker in China. Indeed, in 1998 the SPC allowed power companies to renege. Naturally, this left a bitter taste in the mouths of coal interests (Wang Xinling 2009: 70).

While acknowledging the role of falling demand, the large mines also concluded that their situation was further weakened by the fragmentation of production and excessive competition. In the longer term, the formation of combines was seen as offering a solution, and indeed this had been tried in the 1960s and 1980s (Pan 1997: 34). Such combines were part of a broader policy to create a ‘national team’ of ‘enterprise groups’, of which coal was a – relatively minor – part, with three coal enterprises included among the 120 groups advanced on a trial basis (Sutherland 2003: 50, 102). In January 1999, the head of the State Coal Industry Bureau (SCIB) called for the largest SOE mines to form enterprise groups, which would ‘change the fragmented structure of the coal industry and strengthen its overall competitiveness’, and – though this was not stated openly – make it easier to impose oligopolistic price controls (ZMB 9 January 1999: 2). Combines could be based on reliance on a particular railway line or collection point, and be vertically integrated, involving power plants or transport facilities as well as mines (Shi Xunpeng 1999: 33). They could be formed by direct purchase, share purchase, amalgamation and leasing, as well as administrative action (Wu Yin 1997: 6–7). Nevertheless, this was a long-term solution, and such initiatives began to bear fruit only well into the 2000s, by which time the closure or merger of small mines and the creation of large mining combines had strengthened the hand of the coal industry in its bargaining with the power interests (Huang Zuoxing 2009: 103).

In the shorter term, the SOEs lobbied for state intervention to reduce competition and support the establishment of a producers’ cartel. Their attempt to persuade the state to rebalance supply and demand by closing down the TVMs is dealt with in Chapter 5. Even outside the TVM sector, the industry looked to create rents for itself by establishing, with government support, a cartel along the lines of OPEC to resist attempts by consumers to force down prices (ZMB 19 February 1998: 1; Huicong wang 2005) or to force customers to pay their debts, as when nine coal companies jointly confronted the Shanghai Coke Company (ZMB 3 November 1998: 1). The state, which was worried about falling coal prices as part of a general deflation, as a disincentive to economize on the use of coal (ZMB 21 May 1998: 1), and as the trigger for renewed losses by the SOE mines, also intervened more directly to try to keep up prices. In early 2000, the head of the SCIB called for the establishment of a minimum price for coal and the prohibition of dumping at low prices (Zhang Baoming 2000: 11).

Provincial governments were the most important players, possibly because the property rights to the key SOE mines had been devolved to them in 1998 and they therefore had an interest in the profitability of those mines: an article in China Coal News argued that provincial-level cartels were the most practical (ZMB 10 December 1998: 1). Fujian was criticized in 1995 for trying to control the market by such measures as fining mines for excess production, but came a year later to be seen as a model for others (ZMB 22 January 1998: 3). Guizhou also acted to enforce uniform prices for both TVMs and SOE mines supplying coal to the electricity industry (ZMB 24 September 1998: 1).

More important were the main coal producing provinces of north China. There had been associations for coal sales in north and east China for a few years, and in Shanxi a series of local initiatives reduced stocks from 50 million to 30 million tons (ZMB 14 May 1998: 1, 22 January 1998: 3). In April 1998 the Shanxi authorities moved to ‘strengthen the management’ of coal prices and ensure producers received the posted rise in the price of coal. They established a coal sales office to regulate sales of all coal mined in the province, aiming to influence prices by presenting a united front to consumers. Companies breaking price discipline would face economic sanctions (ZMB 9 April 1998: 3, 8 October 1998: 1). Inter-provincial policies for output control were also canvassed at a 1997 meeting called by the Shanxi authorities with Hebei, Shaanxi, Inner Mongolia and Ningxia, and a joint association covering Shanxi, Shaanxi and Inner Mongolia was formed in 1998 to control output and sales and keep up prices (ZMB 22 January 1998: 3, 10 December 1998: 1).

However, the structural situation in the late 1990s hindered the success of such a cartel, just as it had during a similar attempt in the 1930s (Wright 1985). Coal resources were relatively easily accessible across the country. In a fragmented industry no one producer could influence the price, and enterprises were all pricetakers, so there were strong incentives for individual enterprises to break ranks (ZMB 8 October 1998: 1). Together with the low barriers to entry and high barriers to exit, this meant that prospects for limiting output were poor (Wu Yin 1999: 19). Indeed, when in late 1998 the government called for self-regulation of prices for twenty-one industries in order to ward off deflation, coal was excluded because of its highly fragmented structure (Kennedy 2003; ZMB 8 October 1998: 1). Official sources complained that ‘some units’ could not see the larger picture but just catered to their own selfish interests, and used output restrictions to take over others’ markets (ZMB 1 January 1998:1). Different regions also had different interests, and ‘local protectionism’ undermined efforts to control output and prices (ZMB 22 January 1998: 3).

In the end the situation was resolved, at least temporarily, by the strong recovery in the market from 2001, after which coal enterprises succeeded in substantially raising prices and thence profits. The situation did not change entirely, however, and in the economic downturn of 2008–9, the market price of coal fell steeply. So coking coal producers in Shanxi, for example, ‘raised the flag of restricting output’ in order to maintain prices. The aim was explicitly to try to avoid a situation like that of the late 1990s, and the policy remained in place (to some extent) into 2010 (Shanxi ribao 10 December 2008: C5; Nanfang zhoumo 25 February 2009; ESJB 6 November 2008; Shanghai zhengquan bao 3 June 2010).

The Struggle between the Coal and Electricity Industries

Coal consuming industries also engage in rent seeking. In particular, the relationship between the coal industry and its main customer, the electric power industry, has been fraught with tension, with both sides attempting to win the support of the state. The history of disputes between the two industries goes back to the planned economy period when the Ministry of Coal frequently complained about the low price of coal and the high price of electricity (Jiang Shanli and Wen Wuhan 2003: 24).

Such tensions are not limited to China. In the UK, even during the period when both industries were nationalized, the chair of the Central Electricity Generating Board protested every time the National Coal Board raised prices; by threatening to switch to imported coal, electricity won a deal in 1979 that limited price rises to the rate of inflation (Ashworth 1986: 398–400). In the US, the relationship between the two industries has been managed through the signing of very long-term contracts, which offered some stability but were poorly placed to respond to unanticipated movements in market prices (Joscow 1988: 48). Two key differences in the Chinese case have heightened tensions. First, the relationship has been handled predominantly through annual contracts, and the enforcement of contracts is also relatively weak in China. Second, while UK and US coal suppliers competed directly with other fuels and, in the case of the UK at least, with imported coal, China has few alternatives to the long-term use of coal, most of which will have to be supplied domestically. This reduces the options available to the power industry, though after the 2009 negotiations broke down power plants in south China imported coal in preference to paying high domestic prices (Nanfang zhoumo 25 February 2009; Morse and He 2010: 19).

Even before deregulation the power industry argued that rising fuel costs were squeezing its profits (ZJN 1993: 166). Between 1978 and 1987 the average price the industry paid for coal rose from 31 to 79 yuan per ton. As there were much smaller rises in electricity rates, this had to be absorbed by the power utilities, impelling them to seek technological solutions (this was, of course, one of the objectives of reform) (Johnson 1992: 1087). Later, during a pilot decontrol project in Shandong in 1992, power interests argued: ‘if the price of coal rises and electricity prices are not allowed to rise with them, who will be able to guarantee electricity generation?’ (Sun Zhihua 1993: 28; Zhongguo wuzi bao 11 March 1994: 1). Deregulation of prices was delayed because of fears of its effects on the power industry (ZMZ 2003: 60).

The relationship between the two industries is important because over 50 per cent of coal sales are to electric power plants (and this proportion is rising), while coal accounts for 70 per cent of the running costs of those plants (Pan 2005b: 19). For much of the 1990s and 2000s, ‘the struggle between coal and electricity’ centred on coal prices and, in economic terms, involved attempts by the power industry to create rents for itself at the cost of coal mining (Gan 2006: 104). Clashes between the two industries were one factor behind widespread power shortages in 2003 and 2004 (Lin 2008: 222).

Power industry lobbyists argued that there was a fundamental contradiction – conceptualized by some as a ‘vertical dual-track price system’ – between their inputs being at market prices and their product prices being controlled by the state because the industry was a natural monopoly (Yu and Liu 2004: 51–3; Yang Linjun 2002). The industry resented the mines’ freedom to raise prices: the living quarters at Datong (Shanxi) suffered their first electricity blackout two days after the mine had raised coal prices (Zhongguo wuzi bao 11 March 1994: 1)! Power enterprises pressured the government either to give them direct subsidies or preferably to allow them to pass price rises on to their consumers, though coal interests pointed out that when coal prices fell by 20 per cent between 1997 and 1999, electricity tariffs were not reduced (Han Yong 2008: 76; Wang Zheng and Lu Xiang 2004: 24).

Moreover, the power industry argued that any comparison between the price set by the state for their coal supplies and that operating elsewhere in the market was inappropriate because, in any system, such a large customer would be able to negotiate favourable terms, particularly when it could get coal at half the price from TVMs (Wang Zheng and Lu Xiang 2004: 22). There is a 30–40 per cent price differential in the US between steam coal supplied to the power industry and that supplied to the rest of industry (IEA 2010a: IV.311). At the same time, the low quality of Chinese coal invalidated comparisons with international prices (Yu and Liu 2004: 50–1). Finally, they also argued that ending government control would allow the coal industry to exercise monopoly power. Fluctuations in price would affect economic stability and the flow-on costs would cause difficulties for household and industrial consumers, and in the end even erode the profitability of coal itself (Yu and Liu 2004: 51–2; Yang Linjun 2002; Yan Juanjuan 2008). Thus, in their view, the expectations of the coal industry were too high, and violated the state’s requirement for price stability (Jie 2006: 57).

Coal producers countered by emphasizing how state interference caused them massive losses and led to poor conditions for their workers, and called for the full marketization of coal prices (Shanxi ribao 10 December 2008: C5; Zhao Zijian 2006: 20). In their view, the relatively monopolized electric power industry was more able than the more atomized and competitive coal mines to exert pressure on the state and generate considerable rents for itself. The power industry had become accustomed to policy-driven cheap coal (Zhao Zhongjiang 2005: 84), and ‘shut the door of the free market’, for example when refusing to discuss price changes in 2003. Profits were inequitably transferred from the coal to the electricity industry, leaving mines unable to make rational profits on steam coal, and without appropriate state compensation (Interview 2004b; Liu Shijin and Feng Fei 2003: 57; Jing and Liu 2004: 20; Zhao Zijian 2006: 20). A leading coal industry figure in Hunan said it was easy for power interests to run around luxury hotels negotiating prices; if they went down a mine and saw what it involved, they would sign the contract immediately (Nanfang zhoumo 25 February 2009).

The outcome of this jockeying was continuing (albeit not always successful) government intervention in fixing the price of coal for power generation. In practice, a dual-track price system emerged, as the state posted indicative prices, at first on a regional, then from 1995 on a national, level. The state abolished these indicative prices in 2002, but continued to organize coal conferences for 10,000 representatives from producers and consumers to negotiate contracts. The National Development and Reform Commission (NDRC) mediated disputes – for example when, in January 2005, the two industries could agree on only the amounts to be delivered, not prices. It also gave its views on the proper level of prices, generally suggesting levels 20 per cent or so lower than market prices (in 2002 the indicative price was 171 yuan per ton at a time when the market price was over 200), or alternatively limiting rises to 12 yuan per ton (in 2004) or 8 per cent (in 2005) (Guo Yuntao 2003a: 9; Zeng et al. 2005: 121; Yu and Liu 2004: 51; Zhongguo zhengquan bao 19 January 2005: 19).

In late 2006, the state announced the abolition of the ‘coal conferences’ and (yet again) the deregulation of coal pries. However, the State Council still stressed the need to avoid ‘excessive’ price fluctuations as well as collusion between buyers or sellers. So meetings were still needed, now on a video-conference basis. Some remained sceptical as to whether the era of disputes between the two industries and of state interference had really ended (Zhonghua gongshang shibao 28 December 2006). Even a paper advocating marketization still favoured ‘strengthened supervision’ to maintain price stability (Zhao Zijian 2006: 21).

The government was most likely to intervene when general concerns about inflationary pressures supplemented the power industry’s rent-seeking activities. The sharp rise in coal prices in the 2000s took place initially in a situation of deflation; but from 2004, after the post-SARS investment boom, the spectre of inflation re-emerged in China. The People’s Bank of China called for a stronger line against inflation, amid fears that the inflationary spirals of 1988–9 and 1993–6 might reoccur. From 2007, an inflationary spike began in food prices and particularly in real estate, and the state again began to give priority to maintaining price stability (Naughton 2008b: 2). Coal price rises between 2005 and 2007 were in general manageable, but in December 2007 electricity interests again requested the government to control the rapid rise in coal prices (Shanghai zhengquan bao 12 December 2007). The NDRC, while reaffirming the basic policy of using market prices, nevertheless urged the coal industry to ‘take account of the broader picture’ (Shanghai zhengquan bao 17 December 2007). However, in the end it supported the price rise, while agreeing only in principle (without guarantee of timing) to a corresponding rise in electricity tariffs (Zhongguo meitan wang 2007).

In early 2008, in the aftermath of serious snowstorms, coal prices rose rapidly – by over 50 per cent at Qinhuangdao. In time-honoured fashion the rise was blamed on speculators and profiteers (Wang Yong and Pan Weier 2009: 14–15). Nevertheless, the rise led to general fears of its impact on people’s standards of living. It also led to a 75 per cent fall in power industry profits, forcing the state to resume intervention (Han Yong 2008: 75; Lin 2008: 181, 454; Wang Xinling 2009: 70). In June and July the state attempted to cap the price for power coal at the level of 19 June; provincial authorities were to police the smaller mines, and mining companies were enjoined to maintain supply (Wang Yong and Pan Weier 2009: 16; RR 20 June 2008: 2). The long-term commitment to deregulation remained, however, and in December 2009 the NDRC announced that from 2010 prices would be entirely left to the various parties to negotiate, though observers remained sceptical in a situation where electricity prices remained under state control (Zhongguo meitan gongye 2010: 12). In fact, the NDRC continued to intervene and in December 2010, in the context of further fears of inflation, again said that the starting point for coal companies should be the maintenance of the overall economic situation, and therefore prices should not rise in 2011 (Li Chaolin 2010).

In addition to central government intervention, regional and local protectionism meant that provincial or even county governments in such areas as Hunan and Guizhou imposed their own indicative prices for coal sold within the province. They allowed exports from the province to be sold at market prices but insisted mines first satisfy internal demand cheaply (Diyi caijing ribao 8 February 2005; Interview 2004c; Lin 2008: 222). In mid-2008, Shandong, Hunan and Shaanxi all instituted controls within their provincial borders (Guoji meitan wang 2008), and in 2010 Yunnan prohibited coal shipments out of the province until the needs of the local power industry had been met; even then shipments needed provincial government approval and carried a 100 yuan per ton tax (ZMB 17 May 2010). The Shandong government urged local mines to ‘consider the big picture’ and got them to sign contracts to supply 25 million tons of coal in 2010 at an average of 566 yuan per ton, well over 200 yuan below the current market price (ZMB 4 February 2010).

Even though rent-seeking activity sometimes succeeded in winning favourable government intervention, price controls had at most a deterrent effect, and were unable to address the basic problem (Shiyou he huagong jieneng 2008: 31). They were rarely able to override the messages of the market, and government pleas often failed to stop the mines using a strong market to raise prices very substantially. The 2003 conference in Changsha failed when the two sides could not agree, while that in Fuzhou in 2004 succeeded only when the government allowed price rises for both coal and electric power (Gan 2006: 104). Partly because the price of steam coal for other uses was not controlled, the 2008 order limiting prices to the level of 19 June had limited effect and over the next month prices rose from 830 to 1060 yuan (Zhongguo dianli bao 28 July 2008: 2). On 23 July a tougher order was issued, targeting the coal trade sector (and thus the speculators). Prices started to fall from July, but this probably reflected market conditions rather than the effectiveness of price fixing (Zhang Xue 2008: 25).

In any case, prices were fixed only for within-plan supplies covered by key contracts. It was very difficult to control the price of coal from the myriad small mines, which were often the main beneficiaries of rising prices. Indeed, power plants sometimes contributed to the problem themselves, being happy to use cheaper TVM coal in periods of good supply but finding that, when the market tightened, TVM prices, unlike SOE prices, were not controlled (Henan ribao 5 September 2008; ZMB 27 February 2008: 7; Zhongguo jingji shibao 23 July 2008: 3). In 2010, the key contracts covered only about 700 million of 1.7 billion tons of coal used by the power industry; beyond that, coal was supplied at market prices (RR 12 December 2008: 15; Chao 2010).

Coordinated adjustments of coal and electricity prices were one possible solution to the problem (Zhang Aiying and Li Xinchun 2007; Caijng jie 2008: 36), and such adjustments were implemented in May 2005 and June 2006 (ESJB 23 June 2007). However, from 2007 it became increasingly difficult to do this without threatening official inflation targets (Xin jing bao 13 December 2007; Han Yong 2008: 75).

Table 2.1 indicates that official prices for coal supplied to power plants were substantially – 20 per cent, increasing to 30 per cent – lower than official market prices. By mid-2008, coal industry interests were protesting that the price gap had widened, with the state price being only half the market price, and that in some places the indicative price was below cost (Pu 2008: 23). However, this reflected short-term fluctuations and would have been the case with long-term contracts even without state interference. From August, market prices fell, and the gap between contract and market prices shrunk dramatically, creating the conditions, observers felt, to unify the price (Shanxi ribao 10 December 2008: C5). An independent expert estimated that contract prices were, on average, 23 per cent below market prices in 2010, and that the opportunity cost to the industry of government controls in 2011 and 2012 would be over 100 billion yuan (Xinhua 2010c).

Table 2.1  Coal prices, 1997–2008 (yuan/ton)
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Sources: Lin 2008: 218–19; Wang Yong and Pan Weier 2009: 14.

Note: The 2008 figure is year end.


The key issue was whether supplies were actually delivered at these prices, and this was indeed a continuing problem. In 2003, the coal industry claimed that, ‘mindful of the national interest’, it maintained supply even when the power industry refused to discuss prices (Guo Yuntao 2003a: 10–11). Probably more often, however, the mines were reluctant to supply at low prices, and used this as a weapon to demand price rises. In early 2006 there were (unrealized) threats by mining interests to cut off supply; in November 2006, such threats were carried out on a local scale in Nayong (Guizhou), and by early 2008 there were increasingly frequent power cuts in south China resulting from coal shortages (Zhongguo dianli bao 5 November 2008: 4; Gao Peng 2007: 73; Zhongguo zhengquan bao 16 January 2008). In the context of high prices in mid-2008, no more than 60 per cent of contracts were fulfilled, while the mines also reduced the quality of coal supplied (Wang Zhenxia 2010: 43).

Overall, price controls probably created an indeterminate quantity of rents at the cost of the coal industry. Chapter 3 will discuss the impact on financial performance. Certainly, industry interests claimed that the impact was substantial, and that, even after fifteen years of the operation of the market, coal prices remained too low by international standards (Yang Tong 2009: 16).

The question then emerges of who benefited from these rents – how far were they captured by the power industry itself and how far passed on to consumers? Of course, just as with the earlier dual-price system, the dual price for power coal created opportunities for rent extraction and corruption, so that some of the rents were siphoned off into the circulation system, or indeed corruptly captured by power companies reselling the coal (Li Chaolin 2010).

More generally, electric power interests argued that government controls over electricity prices meant that any benefits were passed on to the final consumers. In Shanxi, electricity prices were fixed on the basis of ‘zero profit’ and on the assumption of 2001 coal prices, which became entirely unrealistic as those prices more or less doubled over the next five years. Therefore, between 2005 and 2007 most power plants incurred losses and were unable to make any allowance for depreciation (Sun Xiangfang 2006: 16; Yan Juanjuan 2008; Gongren ribao 12 December 2007). Nationally, the burdens put on thermal power plants even tilted the balance of economic advantage towards nuclear power (Wen Hongjun 2005: 122).

By contrast, other scholars, and not only those linked with coal mining, have denied that electricity prices were too low. Some have argued that the power industry’s poor financial position was not due to any rise in coal prices, but because its monopoly position and the lack of competition meant that it had no incentive to improve efficiency or absorb higher costs (Zhongguo caijing bao 25 April 2006: 6). In fact, Hu Angang (2001: 56, 61) identified electricity prices as one of the main sources of rent in China’s economy, arguing that in the late 1990s the retail price was some 20–30 per cent higher than a market-determined price would have been. In all, this generated rents accruing to the industry of over 5 billion yuan per year.

The data for profits in Figure 2.1 suggest that the electricity industry enjoyed some kind of rents up to the early 2000s, in the form of profits higher than the industrial average (if one believes that the average itself reflected market conditions), and with an even larger gap from those of coal. From the mid-2000s, however, coal mining captured a substantial proportion of the gains from the tight coal market. Nevertheless, the relatively constant level of electricity profits up to 2007 suggests either that the burden was mostly passed on to consumers or that technological progress in power generation was sufficient to absorb the increased input costs. Electricity profits dropped sharply in 2008 and remained low in 2009, as a result of both higher coal prices and shrinking demand.
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Figure 2.1  Profits as a proportion of industrial costs for the coal and electricity industries, 1993–2009

Note: There were changes in definition over the period, but these figures are basically for large and medium-sized enterprises, whether state owned or not.

Source: ZTN various years.

Power industry workers may also have benefited through higher wages. Hu Angang (2001: 56) calculates that between 10 and 20 per cent of the rents accruing to the industry went to paying wages around 3000 yuan higher than the national average. By 2005, average wages across all of Chinese industry were 18,364 yuan, those in coal mining 19,423 and those in the electric power industry 27,037 (ZTN 2006: 5–20). Using Hu’s methodology, one could argue that this indicates massive rents accruing to power industry workers at the expense of coal miners and others, and this is certainly a perception that informs coal industry opinion (Interviews 2004a and 2004b). However, such a procedure is at best questionable. It assumes, for instance, that average skill levels in electric power were the same as those in coal mining (or, in Hu’s original calculations, in the whole country). Rents account, at most, for part of the wage differentials between the power and other sectors.

Conclusion

The story of coal prices indicates the complexity of the interplay between different interests affected by major changes in an economic system. While deregulation brought prices much closer to marginal cost and eroded many of the previous rents, fuel prices are too important, in China as elsewhere, for the government to abdicate all influence. Conflicts between producing and consuming industries continue, but identifying the winners and losers is complex. As Chapter 3 will show, although coal was a loser for much of the post-1978 period, in the late 2000s it captured a substantial part of the benefits of the booming market for itself.


3    The Financial Performance of Coal Enterprises

Introduction

Several factors make the financial performance of coal mining enterprises a particularly pressing issue in many countries. Rising costs because of the gradual depletion of available resources have depressed financial outcomes. The heavy reliance of many localities on coal production has also made the economic issue of the decline of an enterprise into a broader question of welfare and social order. On the demand side, the crucial role energy plays in national economies has induced many governments to interfere in its supply and price, bringing any resulting financial problems into the political sphere. In the UK poor financial performance was one factor leading to the industry’s nationalization.

In China, too, financial performance has been a major concern, particularly during the socialist and reform periods, when planned prices largely determined profits. Later, with the move towards a market economy, prices and thence performance began to be determined by the relationship between supply and demand. The transition from planned to market economy has, however, been long drawn out and is not yet complete. As in many other countries, the state retains substantial influence over coal and energy prices and thus over the industry’s prosperity or otherwise.

Although the state had concerns over the impact on its revenues of poor SOE performance in many industries, coal mining caused particular problems, making some of the largest losses in the 1980s (Zheng 1998: 124–5). This chapter will analyse the financial performance of China’s coal mining enterprises, especially the SOEs, in order to throw light on debates on the transition from a command to a market economy, on the financial performance of Chinese industry, and on state intervention in industry in general. Coal mining accounted for around 40 per cent of all SOE losses in the mid-1980s, though considerably less in the 1990s. It must therefore be taken into account in any analysis of the SOE sector as a whole (Zhongguo gongye jngji tongji nianjian various years; Zheng 1998: 339–40; Lo 1999: 704; Cheng and Lo 2002: 421). Previous studies of SOE profitability have often mentioned coal, but only in passing, while studies of the coal industry have often pointed to the industry’s problems without systematically putting them in the context of the broader SOE picture (Thomson 2003: 224–7; Nolan 2001: 730–1; Rui 2005: 81–3; Su Fubing 2004: 233–4).

This chapter first surveys the financial performance of coal mining enterprises. The following sections then attempt to explain that performance by examining four major types of factor: those that essentially resulted from government policies, such as planned prices and taxes; those relating to the market (competition and macroeconomic fluctuations); those resulting from the particular nature of coal mining as an extractive industry; and those that can be sited within the enterprise (the burden of social welfare and the impacts of SOE reform and of the scale of operations and variations in capital intensity). (See Keidel 1998: 56–60 for a longer and more complete list of factors affecting SOE profitability.)

Trends in the Profitability of Coal Mining Enterprises

Profit Statistics

The identification and measurement of the profits of SOEs and other enterprises in China have long been difficult problems. The work of Carsten Holz and Yimin Lin has done much to clarify the issues (Holz 2002, 2003a, 2003b; Holz and Lin 2001a, 2001b). I use the official NBS figures because only they offer any sort of overview. Their reliability is questionable and may have varied as the incentives facing SOE managers changed. In different circumstances managers might have wished to exaggerate losses and hide profits in order to maximize state subsidies or, under pressure from career appraisal, to under-report losses by overstating income and understating costs (Sicular 1995; Luan 2003: 27; Cheng and Lo 2002: 416; Steinfeld 1998: 119–21). Despite such reservations, however, most studies use the official figures and accept that they tell us something about the actual situation.

Financial Outcomes in the Coal Industry

Figures 3.1 to 3.4 summarize the data. Figures 3.1 and 3.2 chart profits net of losses as well as, where available, the magnitude of profits (of profit-making enterprises) and losses (of loss-making enterprises) for coal mining SOEs from 1972 to 2009. The whole SOE coal sector sank into net losses in some years, particularly in the mid- and late 1980s and the late 1990s, which the industrial SOEs as a whole never did.
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Figure 3.1  Profits and losses of SOE coal mines, 1972–2002

Notes: Up to 1999, the ZTN refers to SOEs (in slightly varying terminology) as ‘state-owned enterprises’, from 2000 as ‘state-owned and state-controlled [guoyou ji guoyou konggu] enterprises’. I have used ‘total profit’ – profits after sales tax but before corporate income tax – as the main measure because it has the longest continuing run of comparable figures, though even in this case there are some issues of comparability. Figures for gross losses are not available for all years. The ZTN does not give an industry-by-industry breakdown for SOEs in 1998. As there was also a change of categories in 1998, it might have been best to omit the result for that year. However, 1998 was a turning point in the industry’s profitability. Figures for key SOE mines and for individual provinces make it clear that a loss was made, but smaller than that of 1999. Therefore, here and in the other figures, I have instead estimated the SOEs’ financial outcome at a loss of 1 billion yuan.

Sources: NBS 1987: 77; Zheng 1998: 339–40; ZTN various years; ZJN 2002: 144.
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Figure 3.2  Profits and losses of SOE coal mines, 2000–9

Source: ZTN various years.
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Figure 3.3  Profits of SOEs as a percentage of their value added, 1980–2009

Notes: The figures for SOEs cover both key or central SOE mines and the local state mines. Other series exist for some variables for the key mines only. Value added is chosen because it avoids the complex questions about pricing of inputs involved in series for capital or assets. For similar reasons, Wang Jianhua and Wang Fanghua (2002: 14) also use profit as a proportion of the value of output. Value added is used rather than GVIO because the proportion of value added in GVIO was substantially higher for coal than for the SOE sector as a whole (around 49 per cent against 33 per cent). However, value added figures were not available before 1992 (or for 2008), and so estimates are made by multiplying GVIO figures by the 1992–5 (2004–7) average ratio of value added to GVIO. Whichever measure is used, the trends are similar, and almost identical from the early 1990s.

Source: ZTN various years.
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Figure 3.4  Profits of coal mining SOEs and non-SOEs as a percentage of their value added, 1986–2009

Notes: The ‘non-SOE sector’ refers to the residual when one subtracts the figures for SOEs from those for all industrial enterprises covered in the statistical system. The categories used are those commonly used in the literature (for instance in Holz 2002: 495, 521). There was a change in the treatment of non-SOEs from 1998, from including enterprises at township level and above to including those above a certain scale (5 million yuan sales revenue) (Holz and Lin 2001b: 303–16). Thus, my series is not totally consistent across 1998, though most of the data used are not absolute but relative values (profits divided by value added), so that both numerator and denominator would change along with the composition of the enterprises covered.

Source: ZTN various years.

Figure 3.3 highlights important differences between the rates of profit as a proportion of value added of coal SOEs and those of all industrial SOEs. Although the profits of both groups declined throughout the 1980s (Holz 2002: 497–8), the rate of profit of coal enterprises was much lower than the average. After that, even the trends diverged for a while: coal’s performance improved substantially in the early 1990s and in fact was better in the mid-1990s than in the 1980s. At the end of the 1990s, coal fared worse than other SOEs, but from around 2000 the results of both coal and other SOEs began to improve significantly, at least up to 2008. Holz and Lin explore the possibility that the better SOE performance after 1998 was a construct of the change in the statistical categories but do not believe this to have been the case, partly because the improvement was not immediate (Holz and Lin 2001b; Holz 2002: 501). For coal mining, enterprise-level data also suggest that it was no mere statistical construct: for example, pre-tax profit figures for Datong (Shanxi) moved from a 113 million yuan loss in 1999 to 251 million and 600 million yuan profits in 2000 and 2001, respectively (STN 2000: 713, 2001: 681, 2002: 681).

Figure 3.4 shows that, up to the early 1990s, the experience of SOEs was radically different from non-SOE coal enterprises. The latter recorded considerably better results throughout the late 1980s. Even the trends diverged: the SOEs posted losses during the downturn of 1989–91, with the trough in 1990–1, but the non-SOEs, after a decline in 1989, maintained at least a modest level of profitability in 1990–1. This is a contrast that is not seen in Holz’s study of the industrial sector as a whole (Holz 2002: 499). From 1993, however, the two groups began to converge, registering similar trends from 1995, though in general non-SOEs tended to perform somewhat better. After 2004, profits for non-SOEs declined slightly, while SOE performance continued to improve up to 2008.

The Influence of State Policy

During the 1980s and early 1990s, when most of the industry still operated within the planned economy, policy-related factors, mainly the low state price for coal but also rising levels of taxation and falling levels of subsidy, were the main determinants of the financial performance of the SOEs in particular. They continued to be of major, though lesser, importance throughout and beyond the 1990s.

Low Planned Prices

Under planning, China’s system of prices and taxation was based on charging high monopoly prices for consumer goods and low prices for raw materials. This created large rents for consumer goods industries in the form of super-profits, which formed the major source of government revenue. By contrast, extractive industries found it hard to be profitable, and in China (as in Britain during the 1950s; see Ashworth 1986: 578–85 and 1991: 93) the state’s priority was the provision of cheap fuel ahead of the economic viability of coal mining. Long-term trends show that coal prices rose more slowly than production costs: between 1953 and 1985, costs trebled while prices went up only about two-and-a-half times (ZMGX 2006: 647). At times, prices even fell below costs: in 1989, the price of coal from China’s largest producer, Datong, was under 40 yuan per ton, while the cost of production was over 41 yuan (Hu Changnuan 1991: 146.).

There is a strong prima facie case that low planned prices were the most important, though not the sole, factor in the industry’s problems up to around 1993 (Lo 1999: 703). First, coal SOEs performed consistently more poorly than other SOEs during the 1980s (see Figure 3.3). The main specific feature about the industry was that it suffered from low prices for its product while many, though not all, other SOEs enjoyed the high or decontrolled prices for consumer goods.

Second, up to the early 1990s, non-SOEs in the industry did substantially better than SOEs (see Figure 3.4). They benefited from a market price substantially higher than the planned price – between 60 per cent higher in 1986 and as much as three times higher in 1990 (Tian and Qiao 1991: 381; Albouy 1991: 4–5; Interview 2004c). However, after coal prices were largely decontrolled and thus the two sectors came to face a similar price environment, their profit rates converged.

Third, changes in profitability can be linked to movements in coal prices that, up to the mid-1990s, were essentially the result of government decisions. Under planning, the industry registered losses in only a few years – most importantly 1962–4 and 1974–6 – and overall was in the black, though less so than other industries. But Chinese observers still argued that profits closely reflected changes in prices (ZMZ 1999b: 560–1; Ge 1989: 80). For the reform period, Figure 3.5 suggests that there was a relationship, albeit not a simple or immediate one, between the relative price of coal and fluctuations in profitability.
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Figure 3.5  Coal price rises and changes in profits of coal SOEs, 1981–2009

Notes: ‘Prices’ refers to the relative price of coal, by calculating the percentage rise in the price of coal minus the percentage rise in general industrial prices in the same year, both taken from the standard ZTN series for ex-factory prices. ‘Profits’ refers to the increase or decrease in SOE profits as a percentage of value added in the given year over the previous year.

Source: ZTN various years.

While all prices were controlled and there was little inflation, the industry’s disadvantages could be held in check. But when other sectors began to be marketized but coal SOEs remained subject to planning, the problems began to multiply, and even the government concluded in the early 1980s that the industry’s deficit was policy based, caused by price, financial and wage reforms (ZMZ 1999b: 561). Later, the increasing losses as economic reform accelerated can be attributed largely to the fact that planned coal prices rose more slowly than other prices (Ge 1989: 80–1; ZMZ 1999b: 561–2). For example, between 1983 and 1986, Datong claimed that the price for its coal rose by only 6 per cent, while costs – particularly wage costs, materials and depreciation – rose by 67 per cent, leading to a disastrous decline in its financial position (Liu Chunqin 1989: 344–5).

The influence of low planned prices is shown very clearly by the change in the trend of profits following deregulation in 1993–4. Prices rose by 85 per cent between 1991 and 1995, substantially faster than industrial prices in general, and the financial position of the coal SOEs dramatically improved, in contrast to that of other SOEs. Between 1994 and 1995, losses halved and the industry went into the black in the latter year (see Figure 3.1; Jiage lilun yu shijian 1996: 18).

Although the SOEs understandably expected that the harmonization of prices on a market basis would improve their financial situation, in the short term the improvement was less than they had hoped. The shortage and high cost of transport capacity, a major constraint on the supply of coal, prevented many mines taking full advantage of rising prices, and mines in Shanxi found that this prevented them selling their coal despite good market conditions (Ge 2002: 130). In addition, as was shown in Chapter 2, the price of coal for electric power generation was only partially decontrolled, which accounts for some of the continuing gap throughout the early 2000s between the financial performance of SOE and non-SOE mines (see Figure 3.4). Although estimates of the resulting losses to SOE mines embody a degree of special pleading, some put them at up to 10 billion yuan per year (Liu Shijin and Feng Fei 2003: 57). Others calculated that between 1994 and 2001 the key SOEs sold 1.58 billion tons of coal to the power industry. At an average of 30 yuan per ton below the market price, this meant a total reduction in income of 47.4 billion yuan, or 5.9 billion yuan per year (Pan 2004b: 11). Coal interests conceptualized this as the power generation industry using its monopoly power to effect a transfer of profits from coal mining to itself (Zhongguo jingji shibao 25 June 2003; CCIN 2004; Interview 2004b). Despite these problems, the national statistics summarized in Figures 3.1 to 3.5 show a long-term improvement in coal’s profitability from the early 1990s, interrupted only temporarily by a short-term downturn in 1998–2000.

Taxation and Legislative Requirements

Tax burdens, higher for SOEs than TVEs or foreign-invested enterprises, have often been blamed for poor SOE performance (Laurenceson and Chai 2000: 33). Where the actual burden of taxation falls depends on whether producers can pass on the tax. While the government set prices, enterprises were unable to pass on tax rises to their customers. Some sources blame tax increases for the mid-1980s deterioration in the financial performance of the major Shanxi mines. Average tax payments did increase sharply from 1985: Datong paid 168 per cent more in tax, mainly in resources tax, in 1986–90 as against 1981–5, while production increased by only 22 per cent and gross value of output by 13 per cent (ZMZ 1995: 419–21; Liu Chunqin 1989: 344–6; Peng 1996: 784–5). However, rising costs of labour, materials and deprecation were more important in undermining profits.

After deregulation, however, enterprises were potentially able, depending on the price elasticity of demand, to pass on a proportion of any tax increase to their customers, except sometimes the power industry. For example, customers complained that the 30–5-yuan new environmental taxes imposed in Shanxi in 2007 were passed straight on to them (ESJB 25 June 2007: 18, 1 January 2008: 18). Nevertheless, coal industry sources have argued that, because it was at the top of the supply chain and heavily dependent on downstream industries, it was in a poor position to pass on any increase in costs. This was particularly, but not only, true in times of economic downturn, such as the late 1990s and early 2009, when the demand for coal was weaker (Zhang Zhicheng 2009: 22).

Some have argued that the 1994 tax reforms had an important negative influence on performance (Guo Yuntao 2003b: 42–8; Interview 2004c; ZMB 26 August 2003). The industry’s tax burden rose from 3.7 per cent of sales revenue in 1993, lower than the related power, chemical materials and ferrous metallurgy industries, to 9.6 per cent in 2002, higher than the other industries (Guojia xinxi zhongxin 2004: 18–19). The value added tax was of particular concern: although the government, in recognition of the industry’s difficulties, reduced the rate on coal from 17 to 13 per cent, the industry argues that its high proportion of value added, and therefore its inability to claim much tax back on inputs, meant that its real burden was higher than in other sectors, and that the government sequestered the benefits of higher coal prices (Guo Yuntao 2003b: 47; Interview 2004c). Even well into the 2000s, industry sources were comparing the burden of value added tax (which amounted in practice and after reductions to around 10–11 per cent of sales revenue) with the old 3 per cent product tax. Total tax take, including income tax on rising profits, increased during the early 2000s – at Pingdingshan (Henan) from around 18 to about 24 per cent of sales revenue between 1995 and 2004–5 (Wang Fengqin 2007: 12).

There were different views on the likely impact of the late 2000s reform of value added tax that allowed capital investment as a deduction. Some argued it would reduce the overall tax burden, which did fall in Shanxi from 7.4 to 5.8 per cent (Li Lianliang et al. 2008: 11). Others, however, pointed to the rise in the industry’s tax rate from the preferential 13 per cent it had enjoyed since 1994 to the standard 17 per cent; this made the system even more unfair and would be a heavy burden on coal enterprises (Zhang Zhicheng 2009: 22; Pan and Wang 2009: 10).

There is another side to complaints of excessive taxation. Informed observers have long questioned whether the true social cost of mining has been captured in enterprise accounts. They believed that neither the using up of scarce resources nor the environmental impact of mining was adequately allowed for. Indeed, most enterprises enjoyed free access to mineral resources. The lack of a viable system to extract resource rents allowed mines, especially small mines, wastefully to exploit scarce resources. Thus, there was a case for the state to extract much more in rent from the industry in order to promote sustainable development and intergenerational equity. From the 1980s, the state levied a small resource tax, and from 1996 a compensation fee for the use of mineral resources (kuangchan ziyuan buchang fei). Up to 2005, however, each amounted to just under 1 per cent of sales revenue (Wang Fengqin 2007: 12). In the mid-2000s, the government therefore raised the resource tax from around 1 to 3–4 yuan per ton; the compensation levy also increased from 1 to 3–6 per cent of sales value. The implications of such a view were that the industry’s above-average rate of profit as a proportion of industrial costs (in 2006) indicated that the state was not levying enough in rent; on the other hand, the high profits could alternatively be seen as a risk premium in an industry with high capital requirements and long-term horizons (Jiang Wenting 2008: 178; Wang Yanfang 2009: 73).

Overall, it is unlikely that taxation has been a key determinant of profits in the coal industry. The introduction of value added tax in 1994 probably contributed temporarily to the industry’s difficulties in the late 1990s, but for most of the 2000s high and rising rates of profit, determined basically by market conditions, were compatible with a gradually rising tax take.

Government regulation also impacted on the industry through safety legislation. These issues are covered in Chapters 7 and 8 but, from a subjective point of view, when I asked a senior mining engineer what other factors influenced profits, he said ‘safety’ without hesitation. Although it is difficult to document statistically, the burdens of stoppages and of the consequent government investigation after an accident are very heavy and can have a serious impact on enterprise profitability (Interview 2004c).

Government Subsidies

Under the planned and early reform economies the losses of coal mines were covered by government subsidies. The increasing burden of these subsidies on the state budget impelled the state to try to change the system. From around 1985 the budget constraint in coal mining began to harden, with the institution of profit and loss contracts and a policy to cut subsidies to loss-making enterprises over and above those necessary to cover contracted losses (Zhongguo jingying bao 21 March 2005; Gao Yangwen 1991: 1118). Without price reform, however, the state’s chances of successfully ending subsidies were low because the enterprises were always able to argue that their losses were not their fault. Many made much larger losses than contracted. The Hegang mine (Heilongjiang) was contracted to lose 308 million yuan between 1985 and 1995, but in fact lost 1.84 billion. Even after using 1.43 billion yuan from its investment funds, there was still a deficit of over 100 million yuan (ZMJYH 2003: 19).

The corollary of the decision to deregulate prices within three years from 1992 was the winding back of subsidies over the same period (Lin 2008: 170). The latter did not happen, as prices remained low, though now more for market than for administrative reasons. The state allocated 1.5 billion yuan in 1994 solely to enable mines to pay their wage bills (ZMB 18 April 1995: 1). But the level of subsidies declined: actual subsides between 1993 and 2001 were 13 billion yuan, plus a further 13.7 billion waiver of value added tax, which works out per annum at less than half the 1992 level of 6 billion a year. On a local level the subsidy to the Shulan mine (Jilin) was reduced from 138 to 54 million yuan between 1993 and 2001 (ZMJYH 2003: 20). Subsidies were further threatened when in 1998 property rights over the key SOE mines were devolved to the provinces. The mines were left feeling like ‘abandoned children meeting a new stepmother’. Finding that the provinces were unable to continue subsidies, they asked instead for protection of their local markets, though critics said this would only accentuate their ‘dependent mentality’ (ZMB 29 October 1998: 1).

The industry’s better performance in the 2000s allowed the state further to wind back its subsidies (though even now not totally). Whereas in 2001 state subsidies turned an overall loss of 1.8 billion yuan by the key mines to a post-subsidy profit of 1.09 billion (Pan 2002b: 16, 17), from around 2003 subsidies ceased to be a central concern for the industry as a whole, even though they remained important for some regions and enterprises. By the mid- and late 2000s, subsidies were around 3 billion yuan, and only 5–10 per cent of the volume of profits (ZJPN 2006: 344; ZMGN 2008: 48–57).

The Role of the Market in Determining Financial Performance

As China’s economy became increasingly market-oriented, market factors, particularly inter-enterprise competition and fluctuations in the demand for coal, became the main determinants of the level of coal prices and thence of enterprise profits.

Competition within the Industry

The thesis that SOE profitability declined because the monopoly rents enjoyed by the state sector were eroded by TVE competition mainly reflects the experience of consumer goods industries, such as textiles, rubber products, garments, drinks and handicrafts, whose high prices were bid down from the early 1980s (Naughton 1992: 28). Coal mining was in a different situation. Because of low planned prices, coal did not experience high rates of return in the early 1980s, and there were no monopoly rents to undermine, while the TVMs mostly sold to markets the SOEs were unable to supply (Ye and Zhang 1998: 43–4). Nor did the industry experience the long-term decline in profitability that underlies Naughton’s argument: coal was the only industry with clearly higher profits in the 1990s as against the 1980s (Wang Jianhua and Wang Fanghua 2002: 17).

This general picture has to be qualified to some extent, however. Even before deregulation, price competition from low-cost TVMs at least potentially constrained any attempt to reform or increase prices. Locally, for instance in Zuoyun County (Shanxi), a large though fairly typical TVM centre, TVMs were undercutting the SOEs by around 20 per cent (Dong 2002: 207–11; Wang Riqing 1999: 332). Indeed, from the mid-1980s increased TVM production was leading in many areas to a buyers’ market in coal and, when prices were deregulated, fierce competition soon led to their being bid down.

During the 1980s, market competition not only constrained any potential improvement in the SOEs’ situation but accounted for the clear decline in non-SOE coal profits, like those of other TVEs (Naughton 2007a: 277). Early in the decade, heavy excess demand for energy and coal led to high – black – market prices, which attracted low-cost small mines into the market, as new entrants could earn high profits. As more TVMs began production, however, competition in the non-planned segment of the market eased supply shortages and reduced these profits, as shown both in the national statistics presented in Figure 3.4 and in the few data we have for individual mines, for example in Zuoyun (Wang Riqing 1999: 347–9).

The role of competition became much clearer after price deregulation, when it became a key determinant of prices and thence a major negative influence on SOE financial outcomes. One study cited ‘excessive competition’ as the main reason for continuing poor performance in the late 1990s. Substantial excess capacity underlay this competition and itself resulted from a number of factors, including over-optimistic projections of demand and a weak legal and administrative structure. But most fundamentally it reflected the low barriers to entry to the industry and the high barriers to exit. Barriers to entry were low so long as resources were available for exploitation close to the surface: there was little product differentiation within enterprise control, and requirements for capital were low and not lumpy, the supplies of labour plentiful, legal barriers ineffective, and economies of scale few. By contrast, exit was difficult because capital was not transferable, and mine closures were opposed by workers and banks as well as by local governments concerned with social stability. The resulting competition took place both between the SOEs and the TVMs and among SOEs, often within different provinces – Shanxi was aware that its efforts to restrict production and increase prices in the early 2000s was creating more space in the market for competitors in other provinces (Lu and Gao 2003: 72–5; Xia 2002: 58).

Excessive competition reflected the fragmentation of the industry. According to official estimates, which were certainly too low, in 2008 the industry comprised 15,000 separate units of production, producing about 2.7 billion tons of coal, which suggests an average size of 180,000 tons. While the number of mines was down from over 87,000 a decade earlier, the government still believed the number was excessive and the average size too small. By contrast, in 2009, 1,406 US mines produced 974 million tons (average 693,000 tons) while in Australia just 107 mines produced 408 million tons (average 3.8 million tons) (EIA 2010a: Table 6, 2010b).

Within the SOE industrial sector as a whole, the low level of concentration has long been held to have exacerbated competition and led to low prices and profits (Kennedy 2005: 62–4). Although coal mining was less fragmented than many other industries – in 2000, coal was the tenth most highly concentrated of thirty-seven sectors, though the trend in that direction was less strong than average – levels of concentration remained low by world standards (Qi 2004: 115–17). Even a single coal field was sometimes exploited by several SOEs: for example, the Fengfeng, Handan and Xingtai SOEs in the Handan (Hebei) coal field (Liu Chuangeng 2001a: 58). Since the 1990s, industry sources have argued that this low level of concentration led to ‘excessive’ competition and thence low prices and profits.

At the ‘top end’, several massive enterprises produce tens of millions of tons of coal each, though the average physical unit of operation is much smaller. By 2008, thirty-six companies each produced over 10 million tons of coal, making up half the market (Huang Shengchu 2009: 168). The largest is the Shenhua Coal Group, which produced over 230 million tons in 2008, though it has advantages denied to others in that most of its mines are both new and open cast, enabling it to avoid the costs of underground operation and of dealing with a previous historical legacy of coal mining (ZMGN 2008: 68; Nolan 2001: 735–56). By the common measures of industry concentration – the proportion of the market accounted for by the top four or top eight enterprises – China’s coal sector remains, however, relatively fragmented. Table 3.1 shows that, whereas the four largest US coal producers produced 47 per cent of total output, in China the equivalent figure was 20 per cent (33 per cent of SOE output). Recently, a Shenhua manager argued that concentration levels of under 30 and 40 per cent for the top four and eight producers constitute a competitive market, and concluded that China’s market exhibited excess competition (Guoji meitan wang 2006).


Table 3.1  Proportion of coal output accounted for by the largest producers (percentage)
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Sources: Huang Shengchu 2006: 144–9, 2009: 168; EIA 2009: 29.


In an industry as large as China’s, however, levels of concentration can be expected to be lower: China now produces almost three times as much coal as the US. To have the same level of concentration, the largest companies would therefore have to be three times larger than the American ones. In fact, the four largest companies in China and in the US produce roughly the same amount of coal (around 550 million tons in 2008). Moreover, at least at the level of the production unit, there are fewer economies of scale in coal mining than in many other industries, so some level of fragmentation is probably rational. The calls for cartels or the formation of combines can therefore be seen as attempts to increase the producers’ market power rather than to capture benefits from falling marginal costs.

The fiercest competition came from the TVMs, which sold similar coal through similar channels in similar markets, forcing down prices and squeezing SOE margins. As in other industries, lower TVM costs were a function of lower social wages and capital costs, to which factors was added in coal mining the exploitation of shallower resources (Wu Yin 1999: 18; Zhang Lianlian 2003: 141–2). Competition intensified in the late 1990s as demand for coal was depressed (Guojia xinxi zhongxin 2004: 10). The SOEs responded by persuading the government to implement a policy ‘to close the [small] pits and reduce production’, and thus to improve their own competitive position. Chapter 5 discuses this in more detail and concludes that it had limited success in reducing TVM output. After a lag of a year or two, the SOEs’ financial situation did, however, begin to improve and profits recovered, growing to unprecedented levels. But this was due less to reduced competition than to a broader economic recovery, with all mines easily able to sell their coal (Interview 2004c). From the mid-2000s the upturn became quite dramatic in a strong market but, when the market turned down again from late 2008, downward pressure on prices (and therefore profits) from TVMs again became an issue (Tan Ye 2009: 36).

Influence of Economic Cycles and Fluctuations in the Demand for Coal

As China’s economy became increasingly marketized, conventional business cycles began to play a more important part in determining the fate of the coal industry. In general, the behaviour of primary commodities such as coal is more volatile across the business cycle than that of highly processed manufactures (Romer 1986: 325; Jin 2006: 30), and in China fluctuations in coal prices and profits were more extreme than in the rest of the economy: profits declined more in the late 1990s trough and increased more in the mid-2000s boom.

Within an overall strong upward trajectory, cyclical movements in China’s economy since 1982 have been as follows (see Figure 3.6 and Liu Xin 2003). Growth was strong between 1982 and 1985. There was then a mini recession in 1985–6 before strong growth resumed up to 1988. The years 1989–91 saw by far the most serious downturn, with growth dropping to low single figures. After 1992 growth peaked in 1993–4 but continued, at declining though still quite high levels, until 1998. In response to government anti-inflationary policies and the Asian financial crisis, it then slowed, only very slightly according to official figures but more substantially according to Thomas Rawski (2001: 349) and Angus Maddison. Strong growth resumed from 2002, and boom conditions continued throughout most of the decade, until China was affected by the global financial crisis of 2008–9.
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Figure 3.6  Fluctuations in the Chinese economy, 1980–2010

Sources: ZTN 2010: 2-4; NBS 2011; Maddison 2010.

Before the deregulation of prices, there was only a weak link between the performance of the coal industry and economic cycles in the broader economy, and the state-set price was a more important influence (Jin 2006: 30). While weak, however, there was still a link, and coal certainly suffered during what Holz (2002: 494) called ‘the administratively orchestrated economic downturn of 1989–90’.

As one would expect, stocks rose and sales fell: stocks in Liaoning trebled between 1987 and 1989 (ZMZ 1996c: 387), and stocks at mines increased (see, for example, Shizuishan 1994: 153). The statistics suggest that the downturn was more serious for SOEs than for TVMs, though the relatively strong TVM performance is somewhat counter-intuitive, as the general economic situation was unfavourable, and policy, while not changing in basic direction, involved stricter controls. Moreover, some local mines, for example in Shanxi, faced difficulties in the late 1980s, and there was a large outflow of workers from the industry, as their incomes fell because of the mines’ difficulties; over 35 per cent of migrant workers in Datong left the area in 1989 (Han Zhirong et al. 1989: 40; Guo Qin’an and Wu Dechun 1991: 162). Nevertheless, aggregate local figures show no clear fall in TVM profits in Qinyuan or Yangcheng (Shanxi), in Guizhou, or indeed in those of local state mines in Shanxi (Guizhou tongji nianjian various years; Li Huabin 2001: 87; Liu Bolun and Wang Jiasheng 1999: 275; ZMZ 1995: 421).

During the upswing of the early and mid-1990s, prices and profits rose rapidly, mainly as a result of deregulation, though also because of the rapid growth of the economy following Deng Xiaoping’s Southern Tour of 1992. One reason that the results of deregulation were initially disappointing was that growth rates began to decline and the economy began to cool more or less as soon as prices had been fully deregulated in 1994. The earlier boom had led to a massive expansion in capacity, mainly in the TVM sector and, when the economy slowed, the market was unable to absorb the increased supply of coal.

Market conditions changed from an overall shortage of energy in the 1980s to an adequate or even excess supply in the late 1990s (ZMB 1 October 1998: 1). As early as late 1989 a rise in stocks of coal to around 17 per cent (against the 14 per cent that indicated a rough balance in the market) suggested a buyers’ market (Hou 1995: 57; MGB 1995a: 4). In 1993, when rapid growth created feverish demand for other industrial materials, the coal market remained, on the whole, in balance and stocks relatively high, although transport problems limited the utility of stocks at the mine (Zhongguo wuzi bao 11 March 1994: 1). From 1997, stocks rose sharply to record levels – in 1999 industrial and commercial enterprises held stocks of almost 180 million tons, the mines almost 90 million tons, with those at Shizuishan (Ningxia) more than doubling in 1998 (Pan 2000: 9; Shizuishan 2002: 119).

Both medium- and short-term causes lay behind the reversal of the earlier chronic shortage of coal. First, energy demand grew more slowly than GDP during the 1980s and 1990s (see Chapter 1). For example, technical progress meant that electricity output grew by 3.5 per cent in 1997, but used only the same the amount of coal (ZMB 5 February 1998: 1). On the other hand, supply, especially from TVMs, had increased strongly since the 1980s, and one article concluded that the TVMs would be able to meet any conceivable increase in demand (MGB 1995a: 5). Moreover, transport improvements went some way towards easing the bottleneck of north–south transport (ZMB 15 January 1998: 3). These medium-term trends were greatly exacerbated by the general slowing of growth and therefore demand in the late 1990s. Forecasts differed as to how long the situation of over-supply would continue: a 1998 study predicted an excess supply to 2010 (Li Shubiao 1998: 19), but even at the end of the 1990s some foresaw a bright future for the industry as the economy grew (ZMB 22 January 1998: 3).

Coal prices fell over a long period from the beginning of 1996. Although official figures for ex-mine prices show a fall of only just over 10 per cent nationally between 1997 and 2000, at a time when other prices were also falling (ZTN 2010: 9-11), this almost certainly understates the situation. Figures for FOB prices in Qinhuangdao show a decline of around one-third between 1996 and the end of 1999 (see Figure 3.7), while the price for coal sold in Shandong fell by 40 per cent between 1996 and 2000 (Cong 2008: 425). Moreover, as a result, coal enterprises entered a difficult period: reports from Shanxi described growing stocks even in small mines and desperate efforts to sell their coal (Shanxi jingji ribao 17 February 2005: 2). To a large extent, however, these difficulties were cyclical rather than secular, and do not indicate that decontrol of prices had failed to address the industry’s problems.
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Figure 3.7  FOB price of Datong premium blend coal at Qinhuangdao, June 1994–December 2003

Source: China Coal Resource 2010.

The downturn started to turn to boom around late 2000 (Pan 2001: 5; Su Ligong 2008: 4). Demand for coal recovered, though the consumption figures for the early 2000s were as unreliable as those for output, basically because local officials wanting to report the required fall in output had to report falling consumption to retain credibility (Pan 2002b: 16). Nevertheless, any economy growing at 10.5 per cent per year, as China’s did between 2001 and 2007, is likely to put pressure on energy supplies. In China’s case such pressure was increased because, owing to the heavily investment-oriented nature of growth, the main energy and coal consuming industries grew substantially faster than the average. Thus, as against the 10.5 per cent average annual growth in Gross National Income, investment in fixed assets grew by 21.6 per cent, electricity production by 13.5 per cent, crude steel production by 21 per cent, and the construction industry by 22 per cent (ZTN 2008: 1-2). Many localities established new plants in the heavy and chemical industries, which were substantial energy users, leading to strong demand for coal (Caijing jie 2008: 35). The iron and steel industry increased its consumption of coal from 180 to over 430 million tons between 2001 and 2007 and the electricity generation industry from under 600 million to almost 1.3 billion tons (ZTN 2008: 4-3; Huang Shengchu 2008: 19).

Rising demand, together with reduced TVM supply, put pressure on prices, which rose by 7 and 12 per cent in 2001 and 2002 at a time when industrial prices in general were falling. Local figures and those from Qinhuangdao again show even sharper movements (Figure 3.7; Zhongguo xibu meitan wang 2003). As a result of rising prices, total profits earned by all coal enterprises with turnover of over 5 million yuan increased from a tiny 50 million yuan in 2000 to 221 billion in 2009 (ZTN various years).

International as well as domestic factors impacted on the price of coal and thence profits. Since the mid-1990s, the trends in Chinese and international coal prices have been similar, though not identical (IEA 2010b: 34). This is despite the low exposure of China to world trade in coal up to the mid-2000s. By 2009, however, prices that were lower in world markets than in China were a major factor behind the dramatic surge in coal imports. More generally, as one analyst put it in 2008: ‘Demand and supply within China are the proximate causes for the rise in coal prices. But, if one thinks about it, if the international oil price was only half of the current level of US$136 per barrel, would not the coal price automatically fall?’ (Shiyou he huagong jieneng 2008: 31).

Increasingly, China, by far the world’s largest coal producer and consumer, is influencing world coal prices; for example, Chinese demand turned round prices in 2009, though for a period local prices remained higher (IEA 2010b: xvi).

The coal industry survived the sharp slowdown in China’s economy from late 2008 relatively unscathed. The slowdown resulted both from the global financial crisis, which hit the export industries, and from the redirection of resources to postearthquake reconstruction. In fact, for the coal industry, the first half of 2008 was fevered, as prices and profits rose to an extraordinary – and partly speculative – level in response to winter snowstorms and preparations for the Olympic Games. As shown in Figure 3.8, prices peaked in the third quarter, declined precipitously in the fourth, but recovered from late 2009. Though the output of coal-using industries slowed in early 2009, the fiscal stimulus package, which focused on infrastructural investment, soon led to a recovery. Many indicators suggested the industry was in difficulty in 2009, but output continued to grow; profits ceased to grow, but even at the bottom of the trough were only slightly down on the previous year. By early 2010, the indicators suggested the health of the industry was reviving, and indeed over the first eleven months of 2010 profits across all coal enterprises were up by 61 per cent over the previous year (ZMHJ 2009: 1–4, 2010: 1–4; Pan and Wang 2009: 13).
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Figure 3.8  FOB price of Shanxi mixed coal, 2003–11

Source: Caijing 2011.

Industry sources claimed, however, that the high and growing profits of the 2000s resulted from a large increase in output and higher prices, rather than greater efficiency, leaving many individual enterprises barely profitable (Su Ligong 2008: 4). They argued, admittedly in the context of opposing rises in taxes, that the apparently large profits were a form of ‘bubble’ and that the industry was intrinsically not very profitable; government regulations prevented the companies from including many real costs in their official company statistics (Pan 2004a: 9; Pan and Wang 2009: 11–13). Moreover, upward pressures on costs limited profits. Between 2000 and 2004, prices for the coal produced by key state mines rose by just under 50 per cent, but costs rose by almost two-thirds (ZMGX 2006: 647), while in 2007 new policies raised total costs by 50–90 yuan (Lin 2008: 223). When I discussed the situation of the industry with senior officials in Guizhou in 2004 (Interviews 2004b, 2004c), they stressed that most of the benefits of rising coal prices were being ploughed back into higher wages and more investment in safety equipment. Chapter 6 will show that coal mining wages enjoyed very strong growth from 2002, and the dramatic improvement in coal safety outlined in Chapters 7 and 8 is at least partly due to greater investment in safety equipment. Thus, the rate of profit relative to value added (or to other measures) increased much more slowly than did the total volume of profits. Finally, a substantial part of the benefit of the rising prices went to the distribution network, and rises in ex-mine prices were smaller (Lin 2008: 222). Nevertheless, large amounts of money were made by coal mines, large and small, in China in the 2000s.

The Nature of a Resource-Extracting Industry

Mining differs from most other industries in that it involves the exploitation of a diminishing and unevenly distributed resource. In theory the state, as the owner of mineral resources, should extract as differential rent any returns from the better-endowed mines above those from the marginal mines. In practice, however, differential rent has mostly accrued to the enterprises mining the deposit, and thus the economics of resource extraction have been a major determinant of the performance of enterprises or even regions. Enterprises working poor-quality or inaccessible seams are much worse placed than those with better resources, and the mines most vulnerable to competition were those with poor geological conditions (Yang Zhifang et al. 1999: 29). In 2006 the government announced the introduction of auctions for newly exploited coal resources, enabling the state to capture a much larger proportion of any rents available; however, the vast majority of deposits were already occupied by existing enterprises (Yang Zhongdong and Chen Jinrong 2008: 40; Lin 2008: 223).

Differential rent accounts for a substantial proportion of inter-enterprise variation in financial performance and for most of the massive cost differences even among the large mines. In 2004 the lowest costs were reported by the Yimin Company (Inner Mongolia) at 52 yuan per ton, the highest by Meitanba (Hunan), at 290 yuan per ton. At the provincial level, Inner Mongolia had much the lowest costs, with an unweighted average of 72 yuan per ton; Anhui’s average was 228, Hunan’s 240 (ZMGX 2006: 686).

In general, open-cast mines have lower costs, and the lower costs in Inner Mongolia reflect the fact that some of their newer mines are of this type. Most mines in China are still underground, but even in that case different geological conditions can make or break an enterprise. The development of mines where resource endowments were less favourable was mandated sometimes – for example in Tongchuan (Shaanxi) – by transport constraints, and sometimes – particularly during the 1960s and 1970s – by political considerations (Ge 1989: 87). The Liuzhi mine (Guizhou), which went bankrupt in 1999, lost money from the start because of poor-quality coal and difficult geological conditions. But it had been developed as part of the ‘Third Front’ policy of building up industry in Western China (Luo 2001: 31; Naughton 1988).

Moreover, a mine works a finite set of resources and inevitably comes to the end of its useful life as this becomes exhausted. In practice, the point of complete exhaustion is never reached. Rather, diminishing returns raise costs and reduce a particular mine’s ability to compete with other sources of coal and other types of energy. This has happened on a national level in Japan, Taiwan and, most recently, France. Of course, the outcome is heavily dependent on energy prices. Rising prices of competing energy sources can make seemingly depleted resources economic again, so, for instance, it is questionable whether the destruction of the British coal industry has been in the nation’s long-term interests.

Chapter 1 suggested that China’s coal reserves will cover only a few decades’ future production, and already depletion of resources is a problem for particular mines and areas. By the late 1990s, 257 out of 593 mines operated by the 94 key SOEs had basically exhausted their resources, while Hebei Province had used up almost 70 per cent of its coal, Heilongjiang, Shandong and Henan each over 40 per cent (RR 11 September 2000; Peng 1999: 111). A key issue for financial performance was the high barriers to exit faced by enterprises with inferior or depleted resources. The exit of declining mines is difficult not only in China: barriers to the British National Coal Board closing unprofitable units prevented it operating in a commercial fashion in the 1950s and 1960s, and the issue later prompted the biggest social confrontation in post-war Britain (Ashworth 1986: 580). But in China the problems are magnified by the social functions of enterprises. Since 1997, the government has stepped up its efforts to hasten the exit of enterprises with depleted resources. Even in coal-rich Shanxi, one of the eight key SOEs became legally bankrupt in January 2002 because of resource depletion, though operations did not completely cease (another company took over its remaining assets). Chinese sources see the closure of such mines as addressing the root of the problem of enterprise losses (Interview 2004a; SJN 2001: 115 and 2003:116). Nevertheless, this process remains problematic, with the isolated location of many mines meaning that the large numbers of workers laid off find it difficult to find other employment. Thus, harmonizing coal production with resource endowments is a slow and difficult process, and in the meantime enterprises with depleted resources but unable to exit have added substantially to the industry’s losses.

Therefore, the older mining areas, especially in the north-east, have posted much poorer financial returns than more recently developed areas. Three provinces in north China – Shanxi, Henan and Shandong – made by far the largest profits, accounting for 66 per cent of pre-tax profits in 1995 as against only 46 of value added; in 2004 they accounted for 74 per cent of profits, 54 of gross value of output. Mines in other areas dragged down average results and the rest of the country ran at a net post-tax loss in 1995. Resource depletion has been particularly serious in north-east China: in 1995 Liaoning, Jilin and Heilongjiang accounted for 54 per cent of total losses and only 11 per cent of value added. They registered a net loss even in terms of pre-tax profit, comprising the only major region to do so. In 2004 Liaoning was one of only two provinces where the mines on balance made a loss (Disanci quanguo gongye pucha 1997a: 116–23; ZJPN 2006: 338, 344).

Enterprise Organization and Financial Performance

The literature on SOEs has also highlighted the role of factors at the enterprise level – notably the burden of social welfare payments, the influence of the scale of operations and differences in the level of capital intensity – as determinants of performance.

Heavy Social Welfare Obligations

A comparison of the financial performance of SOE and non-SOE mines must take into account the different natures of the enterprises as well as the different price environments. One official observer argued that the fundamental aims of the two types of enterprise were different: SOEs would always choose social above private benefits, but the TVMs were purely oriented towards profit – for example, cutting off supply when customers fell behind with payments (Pan 1996: 113).

SOEs have a responsibility for the welfare of their workers beyond their role as production units, and coal mining sources unanimously pointed to this factor (qiye ban shehui) as a key constraint on SOE financial performance (Pan 1996: 113; Interviews 2004a, 2004b, 2004c, 2004e). In the mid-1990s, social expenditures per worker year for key SOEs in Shanxi were almost 700 yuan higher than for local SOEs, whose expenditures in turn were over 1300 yuan higher than those of the TVMs’ (Lo 1999: 705; Pan 1996: 114).

A number of sources indicate the magnitude of the problem. In 1998, key state mines employed just under half a million workers to deliver social services, with a total bill of 9.53 billion yuan (ZMJYH 2003: 21); expenditure in the area of schools and hospitals amounted to 63 per cent of the mines’ total losses (Wu Daorong and Hao Huguan 2003: 10). Another survey put expenditure on social welfare at 10.44 per cent of total revenue (ZMB 26 August 2003). At a more disaggregated level, the Xuzhou Mining Bureau (Jiangsu) in the early 1990s looked after over 20,000 retirees. Taking into account 13,000 workers in canteens, schools and hospitals, 10,000 unemployed youth supported by the company and a further 25,000 workers surplus to requirements, around half its labour force was not directly productive (Wu Yin 1994: 26). This burden tended to increase over time: because of diminishing returns, productivity tended to fall and costs to rise, while the high attrition rate of labour created large numbers of retired workers. Many SOEs were established in, and their workers employed from, the 1950s or 1960s; however, enterprises were not allowed to retain profits in order, among other purposes, to build up a pension fund. So, when they became responsible for their own profits and losses, pension payments had to come out of current income. First exploited by modern technology at the beginning of the twentieth century, the Jiaozuo (Henan) mines supported over 23,000 retirees by 1999, 60 per cent of the number of active workers. Pension payments accounted for 72 per cent of the wage bill of active workers (Zhao Tiechui 2001: 108).

Social welfare obligations probably weighed even more heavily on coal mining than elsewhere (Zhang Wensong and Liu He 1998: 26–7). Table 3.2 compares realized (total) profits and sales profits for different groups of enterprises and suggests two major conclusions. First, as expected, collective enterprises in general were able to ‘realize’ a larger proportion of their sales profits than were SOEs, reflecting the latter’s higher welfare burdens. Second, among SOEs, coal mines had a lower than average rate of realization, suggesting greater burdens than the norm. By contrast, the TVMs had an even narrower gap between sales and total profit than did other collective enterprises, indicating their relatively low level of worker support.

Table 3.2  Ratio of realized total profits to sales profits, 1995








	
	Total realized profit/sales profit (%)


	
	All industries
	Coal industry



	State-owned enterprises
	17
	12


	Collectively owned enterprises
	21
	30






Source: Disanci quanguo gongye pucha 1997b: 21, 22, 521, 522.


Notes: Ash and He 1998: 15 define these terms as follows: profits from product sales equal sales revenue minus cost of goods sold, minus selling expenses and minus taxes on sales and other related taxes. Total realized profits equal profits from product sales plus net revenue from investments, plus non-operational income and minus non-operational expenses. ‘Non-operational expenses’, the largest factor in the difference between the two measures, is made up mainly of the costs of management and social welfare provisions.


Several factors explain the greater burdens of coal enterprises. First, mines tended to be in isolated locations, increasing the obligation to provide social services (Zhao Tiechui 2001: 96, 101). In the relatively remote Jalainur coal mine in eastern Inner Mongolia, 80 per cent of the local population depended on the mine, which ran seventeen middle and primary schools, six hospitals and the local water, electricity, public security, fire prevention, flood prevention, and environmental protection services. The total cost of these services was 60 million yuan, which seriously constrained the company’s development (Wang Zhimei and He Ming 2004: 8).

Second, the nature of the job meant that miners could work underground for only a limited period, after which they had to be transferred to surface duties and replaced. So, the proportion of workers retired or not directly involved in production was higher than average. Coal had a ratio of 3.3 active workers per retired worker, as against 4.9 in ten other industries, including electric power. Finally, the health problems caused by working in coal mines also increased ‘non-productive’ expenditures on medical care (Xu Zhaotang et al. 2003: 45; Li Zhenwen et al. 1999: 99; Pan 1996: 112).

Particularly since 1997, the state has promoted SOE reforms in order to divest them of these social functions, and Holz (2002: 519–20) credits this with some of the general improvement in SOE performance from 1998. But even then the factors outlined above meant that the coal industry was among the last to adjust (Wu Daorong and Hao Huguan 2003: 10). Coal SOEs reduced their workforce – numbers fell by 20 per cent between 1997 and 2001 (ZMGX 2006: 517) – but financial performance really began to improve only from 2000. Scholars question whether the companies have been able to shed financial responsibility for laid-off workers (Interview 2004a). In addition, much of the benefit of improved productivity was used to increase wages (which had previously been irrationally low) and investment, particularly in safety (Interview 2004b). Thus, the reforms had less effect on costs than on labour productivity: official sources claim that costs in the major Shanxi mines fell in 1999, but then rose by 4.7 per cent in 2001 and by over 13 per cent in 2002 (SJN 2000: 97, 2002: 106, and 2003: 115). Coal industry experts in China believe that the high profits of the early 2000s were due mainly to rising prices and the improved national economy rather than to the acceleration of SOE reform, and thus to the changes advocated by those favouring increased privatization (Interview 2004a; Zhang Lianlian 2003: 136–7; Ge 2002: 129).

Scale and Capital Intensity

Many scholars have argued that, for the SOE sector as a whole, large and medium enterprises performed much better than smaller ones, and that losses were concentrated in the – mostly small or medium-sized – local SOEs (Nolan 1996: 27; Lo 1999: 695–7; Yang Dali 2004: 32; Ash and He 1998: 12; Naughton 1994: 480–1).

Figures for coal SOEs do show some links between scale and performance. Table 2.2 showed the much stronger growth of output in large (central) as against smaller (local) SOE mines. However, there is little support for any positive link between scale and financial performance. In 1990 the key SOEs contributed 70 per cent of total SOE output, but 77 per cent of losses; 96 per cent made losses in 1990, and 77 per cent in 1994, while the loss rate among local SOEs was only around 40 per cent in 1992 (Zhang Wensong and Liu Hua 1998: 25). Nor does profitability increase with scale within the large SOE sector. Although highly aggregated figures by large, medium and small SOEs suggest a positive relationship between profitability and scale for 2002 (Caizheng bu 2003: 9–12), an analysis of profitability and output among the top ninety-one coal mining companies in 2007 and 2008 casts doubt on the relationship. Across all companies, there was in both years a very weak negative correlation between scale (size of output) and profitability (profits as a percentage of business income). In 2007–8, although profits as a proportion of business income among the top ten producers were marginally higher than the average – 7.0 as against 5.8 per cent – this entirely depended on the performance of the largest producer, Shenhua. The average profit rate of the ten largest producers excluding Shenhua was only 2.9 per cent (ZMGN 2007: 20–3, 62–5, 2008: 68–70, 115–17).

These patterns reflect the fact that, although coal mining may enjoy external economies of scale, there are, more than in many other industries, countervailing tendencies resulting, for example, from the deeper pits operated by the larger mines. To some extent, mines also suffered from the problems of supervision that undermined collective agriculture, requiring work in remote groups away from the direct supervision of the management, and indeed often in the dark. Partly in reflection of this, large SOEs in Shanxi in the mid-1990s reported production costs twice as high as local SOEs, and three times as high as TVMs (Pan 1996: 114; Ma Zhiyuan and Lü Jiquan 1994: 13).

Diseconomies of scale were also manifested in higher fixed capital requirements as mines expanded, leading to growing levels of capital intensity. There is some evidence to support Holz’s (2002: 505–8) conclusion that part of the apparent difference in performance, when calculated as profits as a percentage of capital, between SOEs and non-SOEs results from the former’s higher capital intensity. This is shown by differences in the pattern of profit on capital as against profit as a proportion of sales revenue – or other turnover measures. For coal, highly aggregated – into SOEs and collective enterprises – figures for Guizhou in the 1990s (after the reform of prices) show much higher profits on total assets for the (smaller) collective enterprises than for the (larger) SOEs, but similar profits as a proportion of sales revenue (Guizhou tongji nianjian various years).

Thus, at least in the context of the existing industry, scale does not seem to be a major positive influence on financial performance. In the longer term, however, the industry – and foreign scholars – see the construction of larger-scale, modernized mines as the main hope for economic viability and international competitiveness (Interview 2004b; Nolan 2001: 756–8; Rui 2005: 113–9).

Conclusion

This chapter has argued that the coal industry exhibits many of the problems identified by other scholars as plaguing the SOE sector. In particular, it confirms that the state-owned mines have had to carry heavy extra-economic burdens that both distorted their cost structure and raised barriers to exit from the industry. Nevertheless, the chapter argues against emphasizing the nature of ownership, stressing that other factors were mainly responsible for the industry plunging into losses during most of the 1980s and early 1990s and then again at the end of the 1990s. In the first period, the state’s economic priorities expressed through the fixing of prices were the most important negative influence on coal mining profits. It is not necessary, therefore, to cite ownership factors to explain differences between SOE and non-SOE performance: the two groups were facing different price environments and, when those environments converged, so did financial performance. After deregulation, prices continued to be a key influence on performance but, while the government’s role remained important, especially in fixing prices for supplies to power generation, coal prices were determined partly by the national, as well as the world, economic situation, and partly by a competitive situation in which geological conditions allowed TVMs to exploit shallower seams with lower safety and technical standards, even though such a mode of production had only short-term sustainability.

This chapter therefore highlights the danger of essentializing the SOEs and emphasizes the need to be sensitive to a range of forces that can cause problems in different sectors at different times. The transition from planned to market economy was also reflected in the varying factors that impacted on the fate of coal mining enterprises.


Part III

Coal Mining in China’s Rural Industrialization


4    The Rural Coal Mines and their Owners

Social Costs and Benefits

Introduction

The most dramatic change in China’s coal industry after the onset of reforms was the growth of a collectively owned or privately owned small mine sector in rural areas. This intensified the dualism that had previously existed within the SOE sector, with SOE mines now counterposed to large numbers of small-scale TVMs. The two sectors differed in scale, technology and market orientation. The SOE mines were mostly larger, offered higher wage packages and better conditions and operated with higher levels of capital intensity and technology; up to the 1990s, they faced softer budget constraints with weak exposure to market signals. The TVMs were characterized by their smaller scale, lower wages and poorer conditions, use of labour-intensive technology, relatively hard budget constraints and a greater sensitivity to market signals.

In many countries, artisanal mining is a major source of employment and income. For instance, in India:


The ability of small-scale mines to generate employment and income in rural areas of the country has worked to stem urban migration. In addition, because they are generally locally owned, small-scale mines have provided more of a net gain to local communities and the national economy than large foreign-owned mines.

(Ghose 2003: 454)

On the other hand, these mines imposed social costs: ‘illegal’ operations were widespread, as were disputes between large modern and small artisanal mines. In many countries, health, safety and environmental issues were also crucial concerns (Ghose 2003: 455). In the late 1990s, the International Labour Organization (1999: 3) concluded: ‘Small scale mining means different things to different people. To some it is dirty, dangerous, disruptive and should be discouraged. To others it is profitable, productive or simply the only way out of poverty.’ It estimated that around 400,000 small-scale – mostly metal – mines employed over 10 million workers worldwide. In China 250,000 – mostly coal – mines employed 4.3 million workers.

There is no satisfactory definition of ‘small-scale mining’ in general or in China (Noetstaller 1994: 3). The category of TVMs – before 1984 ‘commune and brigade coal mines’ (shedui meikuang) – although apparently focusing on ownership, in fact included mines operated privately as well as collectively. The term became increasingly anomalous as most mines were privatized, albeit often in the hands of local officials. The sources still speak predominantly of TVMs, but are also increasingly and more accurately referring to ‘small-scale [xiaoxing] mines’. The mines ranged from very primitive bell pits operated on a seasonal basis by local farmers to relatively large semi-modern mines. But most were small and, in 1996, 60 per cent of TVM output came from mines producing less than 30,000 tons a year, and almost a quarter from those producing less than 10,000 tons. Nationwide, average output was only 7900 tons and had not increased since 1980; it was even lower in south-west China, at 4300 tons (Ye and Zhang 1998: 8, 62–3). Since the early 2000s, it has been a major aim of government policy to increase the minimum and average size of the TVMs.

After outlining the development of the small mine sector and the emergence of new groups of coal owners, this chapter will analyse the costs and benefits of that form of development for Chinese society.

The Growth and Structure of the TVMs

The Growth of the TVMs

Small rural mines were common in the pre-Communist period but after 1949 most were closed down by the new authorities, both for safety reasons and to protect the SOEs’ monopoly. During the Great Leap Forward there was a resurgence of ‘small pits using traditional technology’, 36,000 of which were opened in Sichuan (Hebei sheng 1995: 294–5; Sichuan sheng 1998: 3). However, most of these were closed down during the post-Leap readjustment. The late Maoist economic strategy again encouraged small mines but even by 1978 mines below the county level, although producing almost 100 million tons, still accounted for only about 15 per cent of total output.

Throughout the reform period, TVMs, like TVEs in general, enjoyed strong growth. Official figures show that output grew rapidly – at 14 per cent per annum – between the mid-1960s and 1996, from around 8 million to over 600 million tons (see Figure 4.1). After a period of stagnation, very rapid growth resumed from the early 2000s. Output quickly surpassed its previous peak, reaching 1166 million tons in 2009. The official figures have always omitted substantial amounts of coal produced by very small mines for purely local use. In the 1990s, 15–30 per cent of TVM output in Shanxi, Hebei and Henan and 4 million tons of ‘social production’ in Shandong were not included in government statistics. As late as 2005 CCTV reporters visiting remote Lüliang (Shanxi) found myriad small illegal (‘black’) mines, each producing only around 50 tons a day. In all, such output may have amounted nationally to 100 million tons or more (Ye and Zhang 1998: 86; CCTV 2005).
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Figure 4.1  Coal production in mines below the county level, 1970–2009

Sources: SAWS 2010a: 18–20; ZTN 2010: 14–23.

Between 1967 and the mid-1990s, the TVMs’ share of total output rose from under 5 to almost 50 per cent. Although the SOE mines were also increasing their output, they were forming a declining proportion of the industry. However, after 1996, as the state increasingly channelled resources into the large mine sector, the TVMs’ share ceased to grow, fluctuating around a (still considerable) 40 per cent. Overall, there were three periods of particularly rapid growth (1981–5, 1992–5 and 2002–4), and two periods of slow growth or decline (1990–1 and 1996–2002). Some of the apparent variations (especially between 1996 and 2005) reflect data problems, but in general they can be explained with reference to the political and economic environment.

For much of the 1980s the political situation was propitious. The 1983 relaxation of restrictions on permission to mine opened the way for mines below the village level to develop (Yang Yongren 1994: 37). Local communities, including individual farmers and village collectives, invested in mining, as did organizations in coal-short areas, ranging from factories through to schools and light industrial enterprises. The industry enjoyed tax relief and help from the banking system, which lent TVMs 300 million yuan at preferential interest rates in 1984–5 (Pu and Song 1995: 38).

The political environment became more complicated after 1992. With the freeing of coal prices, TVM output grew by over half between 1992 and 1995 (Yang Yongren 1994: 37). However, several problems presaged a more hostile environment and foreshadowed the stagnation of the late 1990s. First, from 1994 value added tax raised the tax burden of TVMs even more than that of SOEs (Shanxi sheng shuiwu ju 1994: 38). The minimum, 1-million-yuan size of enterprise above which value added tax was levied also created perverse incentives for mines to remain on a small scale, in contravention of broader government policy. Second, fiscal recentralization and the consequent local revenue shortfall led to the imposition on TVMs of many – 17–24 according to a 1994 study – new local taxes. Finally, with banking reform, the banks began to demand rapid returns on their loans and were less willing to lend to TVMs (Pu and Song 1995: 39; Li Rentang 2002: 26). As Chapter 5 will show, the environment became even more hostile later in the decade.

Economic and market signals also elicited flexible responses from the TVMs. In Jiangxi TVMs ‘developed like bamboo shoots after spring rain following the various high tides of the market economy’, as local governments opened coal mines in response to price deregulation (ZMB 30 January 1996: 3, 21 May 1996: 3). Later, the very rapid growth in 2002–4 was propelled by steep rises in coal prices and renewed energy shortages. But TVMs were also vulnerable to economic downturns. Growth fell sharply during the government-induced credit squeezes of 1980–1, 1986 and 1990–1; and the stagnation of output in the late 1990s, although partly determined by government policy, was also influenced by the general economic downturn and the temporary oversupply of energy (Interview 2004e).

Evolution of Ownership Systems

The category ‘TVEs’ in Chinese documents embodies most enterprises operated below the county level, and includes two major sub-types. ‘Collective’ (jiti) enterprises were run by township or village governments (up to 1984 by communes and brigades). They were a type of (local) state enterprise, though their nature was fluid, moving towards privatization (Zhang Jian 2004: 25–6, ch. 6); even at the start, many ostensibly collective enterprises were probably in fact private (Kate Xiao Zhou 1996: 120–7; Huang Yasheng 2007: 76–7). Private (geti or siying) enterprises were larger in number but smaller in scale. Some 27,000 operated in coal mining in the early 1990s, producing on average only 2800 tons a year (Zhongguo siying jingji nianjian 1996: 125).

Table 4.1 shows that in the 1990s mines that were at least formally collective predominated in the north, private mines in the south, though only in Jiangxi (and probably Guizhou) did private mines contribute more than half of output. Shaanxi, with its high proportion of private mines, and Sichuan, with its many collective mines, were exceptions to the general pattern. In Liupanshui (Guizhou), as soon as private mines were included in the statistics (from 1987), they outnumbered collective mines by five to one, and their proportion grew until the late 1990s (Liupanshui shi 2001: 142–3). Even in other areas, private mines were the most rapidly growing part of the system: in Hejin (Shanxi) in 1984, when private mines were first openly permitted, they employed only 180 workers (10 per cent of the TVM total) but employment grew rapidly to over 3000 by the early 1990s, accounting for between a half and two-thirds of all TVM workers (Shi Shanghai and Wei Jiangze 2002: 46).

Table 4.1  Ownership structure of TVMs, 1995
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Source: Ye and Zhang 1998: 69, 133, 138, 142, 147, 154, 158, 165, 171, 179, 183, 186, 197.

Note: There is a small ‘other’ category.

Collective mines were on average over four times as large as private ones, and ownership by higher administrative levels was strongly correlated with larger scale (see Table 4.2 for Liaoning in 1985). This pattern was consistent with that for TVEs in general, where the private enterprises were the smallest and most disadvantaged, because their collective and state-owned competitors had preferential access to inputs and markets (Ho 1994: 196). In mining, the need to get official permits added another hurdle for private enterprises.

Table 4.2  Scale and ownership of TVMs in Liaoning, 1985








	Ownership category
	Number of mines
	Average capacity (thousand tons)



	Township collective
	169
	18


	Village collective
	281
	8


	Joint collective
	39
	7


	Individual and private
	727
	1






Source: ZMZ 1996b: 613.


Government policies on ownership and organization of TVEs have varied across time and place. In coal mining more attention has been paid to questions of licences and permits than to ownership, but the sector took a broadly similar trajectory to that of other TVEs. The government has favoured collective mines, which are mostly larger, more modern and more compliant with regulations. In one township in Jinsha County (Guizhou), the four mines that fulfilled the targets for technical modernization were all collective, while the best six private mines achieved only half the targets (ZMB 2 July 1996: 3). The authorities viewed private mines with suspicion, especially when they were no longer family affairs but hired 10–15 or even as many as 200 workers (Du Zhenbiao and Qin Yuehan 1988: 42). Some attributed the success of Shandong in avoiding the most common problems of TVMs to its prohibition of private mining, though it was also the first to establish a fund to finance the growth of small mines (ZMB 30 June 1998: 3; Pu and Song 1995: 38, 40).

During the 1990s both political and economic factors pushed the sector towards privatization. Government policy favoured the reorganization of TVMs, like other TVEs, into a shareholding system (ZMB 6 June 1995: 3, 12 September 1995; Fu 1995). At the same time, the generally depressed state of the market meant that mines that had been profitable in the 1980s started to lose money. Local governments were therefore frequently happy to contract out their operation to private individuals, though they often regretted having done so after the market improved from 2000 (Zhongguo jingji shibao 11 July 2007: 2). All the TVMs in Shanxi were essentially privatized or contracted out between 1992 and 1997 (Song and Wang 2009: 20). By the 2000s, private mines accounted for an increasing proportion of output – almost 80 per cent in Guizhou (Yuan and Zhang 2009: 8).

Institutional arrangements were complex. Owners played a range of roles: some were active, others just sleeping, partners. Eight of fifteen mine managers interviewed in Tangzhen (Hunan) were also major investors in their mine, two were hired as agents of investors, while the other five had little or no stake in the mine (Dong 2007: 22). Even if mines remained formally collective, owned by the village or township, their actual operation and control were almost universally contracted out, at least in Shanxi. Contracting arrangements varied, with the contractor sometimes providing all the equipment, sometimes only the smaller pieces of equipment or just the labour. Actual responsibility for compensation for accidents lay with the contractors, even though the public face of the mine remained that of the investor (Zhongguo jingji shibao 11 July 2007: 4). On the other hand, even privatized TVMs continued to have to make ‘transfer’ payments to local governments, though negotiations over their level were often difficult. In addition, in some localities mines were levied 1 yuan per ton, up to 1 million yuan a year, ‘to support agriculture’ (Li Weina 2010).

The Coal Owners

Out of the process of privatization there emerged a substantial group of private coal owners (mei laoban), most of whom originated in the TVM sector. For a number of reasons, this group became one of the most controversial – and vilified – groups of capitalists in China. First, especially in the mid- to late 2000s, the stark contrast between their wealth and the poverty of their workers (and even more so the physical dangers faced by the latter) seemed obscene to many. Second, they did not hesitate to flaunt their wealth in conspicuous consumption both locally and in major cities, such as Beijing, where they were significant buyers of real estate.

Shanxi has been the predominant, though not the sole, site for the emergence of coal owners, and both local and inter-provincial investors have been important. In general, coal mining has recently been very profitable. Small mines in Datong in 2008 made at least 380 yuan per ton profit, while the neighbouring SOE made only one-hundredth as much (Henan ribao 5 September 2008: 11). Many reports said that investors could recover 100 million yuan investment in just one or two years (Xia and Xie 2005: 64), and small mines created over a hundred coal millionaires in just one county (Hao 2006: 16). The very smallest mines required less investment and owners could recover their outlays in days; most such owners were local, though some also speculated in mines by selling them on to outsiders (CCTV 2005).

The novelist Wang Jin (2009: preface, 1) met three kinds of Shanxi coal owners: returnees from abroad, those who had moved into the industry from officialdom, and those from mining families. Though the first two groups had higher ‘cultural’ levels, the last was the most influential. Two other cases from the press serve to illustrate the origins of coal owners. Wang Jianxin was a teacher in Hongdong County before becoming a township cadre after 1978. After being deputy township head in charge of mining, he personally took over some small mines in what he described as a ‘natural process’. Through the 1990s and 2000s, he bought and sold several mines, expanding his operations to such an extent that he opened an office in Beijing’s Friendship Hotel in 2007. He bitterly resented attempts by the large mines to take over his operations: ‘it’s just that they want to get their hands on the mining rights’ (Chen Liangfei and Bao Zhiheng 2009: 45). Yan Linze of Gujiao City used the tens of thousands of yuan he had accumulated through selling popcorn to contract the operation of a mine from the village government. Business went well, and in 1996 he bought the mine lock, stock and barrel, making a fortune between 1992 and 2005 (Nandu zhoukan 2009a).

Some of these small capitalists became very large capitalists indeed. The top thousand in the 2010 ‘China Rich List’ included twenty-one from Shanxi, of whom fifteen were in the coal or related industries; their wealth ranged from 1 to 10 billion yuan (Hu Run 2010). One of the best known, who attracted the nicknames ‘King of Coal’ and ‘King of the Gamblers’, was Zhang Xinming. He was from a poor family in Gujiao and worked as a miner in the late 1980s. Through the 1990s he began to develop a coal transport business, and in the early 2000s his plans fitted in with the province’s desire to develop coal processing industries, as he expanded into coke production, coal washing and eventually coal mining. By 2010, he ranked number 457 on the Rich List, with a fortune of over 3 billion yuan (Zhong tou guwen 2010: 6–7; Hu Run 2010). His rise was heavily dependent on a network of sometimes corrupt connections, on the basis of which he was able to use the railway line of an SOE cement factory (illegally) in the 1990s. Later, his connections with a local bank, strengthened by his role in helping the manager’s son escape a murder charge, gave him access to credit (Meiri jingji xinwen 18 November 2010). The government opened a corruption inquiry in 2008, and two years later Zhang was listed as wanted for leaving the country on a false passport (Zhong tou guwen 2010: 8).

Increasingly, high profits also attracted investors from other provinces. This was not entirely new. In the 1980s skilled workers from Zhejiang played a major role in the expansion of coal mining in Shanxi and, with the move towards marketization in the 1990s, began to invest in the industry. However, numbers were relatively small, and in any case some withdrew during the downturn of the late 1990s. The father-in-law of Huang Yiyao, who was later a prominent investor in the province, left his home in Wenzhou in the 1980s to work in Shanxi mines. In the early 1990s, along with other Wenzhou people, he took advantage of the more open policy to invest in the industry through contracting or joint operation. In 1996 he invested over 2 million yuan to run a mine. But he lost 4 million yuan because of the depressed state of the market and left the industry. By the late 2000s, the mine he had run was valued at 500 million yuan (Wenzhou shangbao 23 September 2009).

A new wave of investment came in the early 2000s, when investors, now often without any background in mining, were attracted into the industry partly by the rise in coal prices, partly because of a favourable policy environment (Xia and Xie 2005: 63; Wenzhou shangbao 23 September 2009). In Ningwu County most of the mines were taken over by outside capital, including 70 per cent from Zhejiang and 10 per cent from Fujian (Nandu zhoukan 2009a). Investment also flowed from those two provinces into mining in Inner Mongolia, Shaanxi, Anhui, Shandong, Sichuan, Hunan and Guizhou (Yang Yumou 2005: 23; Wenzhou zongshanghui 2006; Caijing guojia zhoukan 22 July 2010).

Wenzhou accounted for 90 per cent of the investors from Zhejiang. Impelled partly by the closure for environmental reasons of the leather works that had earlier been their mainstay, Wenzhou people sought other outlets for their capital. Most notoriously they invested heavily in real estate throughout the Yangzi valley, but they also put money into taxis and other industries (Xia and Xie 2005). The rise in coal prices and the gap left when individual local officials were forced to withdraw their investments created opportunities, and Wenzhou investors poured money into Shanxi from around 2002, to the extent that the province became a ‘second home’ for them, and they accounted for 80 per cent of the upmarket cars in Taiyuan (Xia and Xie 2005: 62). By the late 2000s, 20,000 people from Wenzhou worked in the industry and investment amounted to 50 billion yuan in 450 enterprises and 500 mines, which sold 30–50 million tons of coal to Zhejiang, 30 per cent of its requirements (Zhang Feng et al. 2010: 10; Dongfang wang 2009b; Wenzhou shangbao 23 September 2009). Although investors were concentrated in the coal industry, they also ran hotels, restaurants and hairdressers in remote counties, such as Ningwu (Wenzhou shangbao 25 September 2009).

Each Wenzhou investor was often the front for a much larger group of small investors, a mode of operation characterized by one observer as an ‘ant economy’ (Qianjiang wanbao 28 August 2010). One mine in Ningwu had seven major shareholders, but these represented the investment of 203 relatives and friends (Wenzhou shangbao 24 September 2009). Sometimes 100 million yuan of capital might be collected from as many as 2000 people across several villages (Nandu zhoukan 2009a). Eighty per cent of the population of Shuitou Township (Pingyang County, Wenzhou), possibly 200,000 people, reportedly invested in Shanxi mines; they included teachers, managers, bank workers and even taxi drivers (Xu Linling 2009: 73; Wanbao wencui 2008: 38). Not all made fortunes and, even in the mid-2000s, Zhejiang sources claimed that one in every three investors lost money (Su Jing and Zhang Fan 2005: 29). Large losses incurred in the course of the consolidation of Shanxi mines in 2009 also adversely affected the Wenzhou economy (ESJB 8 October 2009).

Although some in Shanxi welcomed outside investment as a move towards a functioning capital market, many viewed it with suspicion and felt that coal investments were similar to real estate speculation. This was reflected in the name ‘the Wenzhou coal speculation group’. People from Wenzhou often invested in transport and sales networks as well as coal production, and locals feared that their greater access to marketing networks allowed them to force up prices artificially. When they tried to establish an ‘Association for Wenzhou Investors in Shanxi Coal Mining’, local opposition, based on these fears, forced them to change the name to ‘Shanxi Province Medium and Small Mine Association’. Fears were expressed that the group was monopolizing the industry. A commonly cited set of statistics was that Wenzhou people controlled 60 per cent of Shanxi’s small mines and produced 20 per cent of total provincial output, though an investigation by the Zhejiang government put their share of output at a much lower 4 per cent (Dongfang wang 2009b; Su Jing and Zhang Fan 2005: 28). Alarmed at this picture, the Shanxi government imposed a safety levy of 15 yuan per ton on coal produced by outside investors (Zhu Jidong 2005: 51).

Locals also argued that profits were inflated because the investors obtained access to resources at much too low a price. This was probably true for most coal producers but there remain some grounds for scepticism in this case. Although locals with good connections probably had earlier won control over resources at knock-down prices, it is much less likely that outsiders were able to do so. Moreover, purchase prices frequently reflected the depressed market conditions of the late 1990s and early 2000s and also the high economic and political risks (Zhongguo jingji shibao 11 July 2007: 2). Finally, the officially paid price omits the bribes paid to local officials, and the total price probably more closely reflected the value of the resources; the cost of getting a safety licence was often up to six times higher than officially posted (Wanbao wencui 2008: 38).

For their part, Wenzhou investors believed that local officials with local knowledge inflated the value of resources for less well-informed outsiders. In addition, officials probably had a better idea of the level of political risk involved, and the outcome of the investment when the mines were forcibly nationalized at the end of the 2000s certainly suggested that high returns would have been necessary to compensate for the very high political risk (Xin caijing 2009; Wanbao wencui 2008: 38). Wenzhou sources also denied their investment was speculation: investors generally contracted the operation of a mine for a substantial period, from six to thirty years, representing a long-term commitment rather than speculation. Moreover, as the Shanxi government gradually increased the minimum permitted size of mine and raised the safety requirements, the owners invested heavily in upgrading their operations to meet the ever-changing requirements (Zhu Jidong 2005: 51; Su Jing and Zhang Fan 2005: 29). Nevertheless, even sympathetic observers admitted that the way that large amounts of funds from many small investors flowed into whatever activity seemed profitable at the time had elements of speculation about it, particularly where the investors had no knowledge of the coal industry or understanding of the political risks (Qianjiang wanbao 25 August 2010)

The 2009 nationalization campaign in Shanxi drove out most, though not all, Wenzhou investors. But the high profits to be made from coal meant that many wished to stay in the industry. As a result, perhaps 25 billion yuan of Wenzhou capital flowed from Shanxi into coal mining in other provinces, including Guizhou, Guangxi and Chongqing in the south-west and Inner Mongolia and Xinjiang in the north-west. Guizhou’s regulations, for example, were more flexible as to size of mine, and costs were lower than in Shanxi. Investors hoped that these provinces would take longer to embark on the inevitable road to rationalization, but their experience in Shanxi meant that they kept a much closer eye on the political situation than they had earlier (Zhongguo xinwen wang 2010b; Meitan wang 2009).

Social Benefits of TVMs

Although China’s press and officialdom have mainly focused on their social costs, the TVMs have also played an important positive role – contributing to coal supplies, utilizing otherwise un- or under-utilized resources, promoting local development, and introducing greater flexibility and market orientation into the industry.

Contribution to Coal Supplies

A major motivation behind the state’s initial support for TVMs was to ease China’s chronic energy shortages. Realizing that increasing large mine capacity was expensive and slow, during the early 1980s the state encouraged the parallel development of large, medium and small mines (Zhao Fang and Duan Haifeng 2007: 22). A large but declining proportion of coal circulating at low prices through the plan was supplemented by market distribution of the growing TVM output and of over-quota production from SOEs. Like building materials (Naughton 1995: 159), TVM coal met previously unsatisfied demand, supplying the newly burgeoning group of TVE coal consumers, while SOE coal supplied SOEs.

With three-quarters of the increase in output between 1978 and 1996 coming from TVMs, the leadership recognized the key role they played in enabling a national balance between supply and demand (Ye and Zhang 1998: 43). As the SPC admitted: ‘If the coal industry had not adopted the policy of encouraging local mines and TVMs but relied only on production by the key SOEs, then the present situation of balance between supply and demand would not have been possible, nor the present marketization of prices’ (Chen Shutong 1996: 27). After a brief period of energy over-supply in the late 1990s, coal supply re-emerged as a problem as the economy began to recover. As early as 2001, shortage of supplies and concerns over the consequent over-capacity working by large mines forced Shanxi to relax its policy on small mine closures (Zhang Jianmin 2005: 19; Xia 2002: 57–8). From around 2004, the economy experienced increasing energy shortages; and power cuts, which had once been common but had seemingly been eradicated in the late 1990s, reappeared. In this context, the TVMs’ contribution to overall supply again became important: in Shanxi, in particular, power plants relied on coal from the TVMs, whose closure led to a serious shortage and a greater increase in provincial than in national prices (ESJB 23 June 2007). As a result of strong demand, TVM output grew very rapidly to exceed 1 billion tons from 2008. As supplies got even tighter following the 2008 snowstorms, the State Council called for the reopening of small mines, while still stressing that maintenance of safety was a precondition. This eased supply constraints and slowed down the rise in coal prices, albeit at a cost to the profits of the large mines (Caijing jie 2008: 35; Chen Liangfei and Bao Zhiheng 2009: 44). The situation remained serious, however, and after a disaster in Pingdingshan in September 2009 led to the closure of 157 small mines, the resulting shortage of supply led to a rise in prices in the local coal exchange (Dongfang wang 2009a).

There was some reluctance to acknowledge the TVMs’ contribution. Electric power interests explicitly linked rising prices and declining coal stocks to the TVM closures, criticizing as inadequate the projections of the Eleventh Five Year Plan on coal capacity (Huang Shengchu 2008: 18; Lin 2008: 217, 246). Other officials, however, played down the significance of the TVMs’ contribution. While admitting that TVMs had played an important role historically, they argued that the 2008 crisis gave them the opportunity to leave the stage and that they had ceased to be an integral part of supply, now making only a small contribution at the margin (Hou 2009: 378).

The TVMs have been even more important in easing supply constraints in local or regional markets relatively isolated by geography or lack of infrastructure and, up to the 1990s, output grew most rapidly in areas short of coal (Pu and Song 1995: 40–1). In the 1990s under 20 per cent of TVM coal was sold outside the producing province, with over half being used within the same county (Ye and Zhang 1998:

72), and a symbiotic relationship emerged between the TVMs and the burgeoning rural industries (Christoffersen 1991: 25–7). TVMs in Yunnan provided coal for local brickworks, cement factories and agricultural processing works, in Guizhou for electricity generation, aluminium, iron and steel, non-ferrous metallurgy and chemicals. Conversely, where local coal resources were short and transport costs high, development of local industries was severely hindered (ZMB 13 March 1997: 4; Ye and Zhang 1998: 184; Yunnan sheng 1995: 713).

Large industrial consumers in the SOE sector also benefited: Yunnan TVMs supplied 3.5 million tons of coal to SOEs as early as 1985 (Yunnan sheng 1995: 713), while those in Guizhou fuelled industry across many coal-short provinces in the south and south-west (ZMZ 1994: 573). The shortage of north–south railway capacity impelled the government of Jiangxi to promote the development of TVMs to supplement local SOE supplies and meet increasing demand for electricity (ZMB 21 May 1996: 3, 12 February 1998: 1). When Shanxi tried to close small mines in 2001, a range of industries dependent on cheap coal supplies – including metallurgy, coke making, cement and chemical fertilizers – were seriously affected and many plants had to close (Xia 2002: 57).

Despite their poor pollution record, supplies of TVM coal also reduced environmental degradation caused by excessive pressure on timber and biofuels. Where coal was scarce, as in Dêqên County in far north-west Yunnan, reports painted a grim picture of environmental degradation through over-use of timber (ZMB 13 March 1997: 4). In the 1990s the 30 million tons of TVM coal used nationally by rural households replaced 60 million tons of biological fuel, saving 750,000 hectares of forest. The government of Guizhou supported the development of pits mined by the farmers for their own use in order to reduce the deforestation that had denuded many of the province’s mountains (Zhang Yi 1990: 185–6; Guizhou sheng nongcun nengyuan 1989: 70, 189; Interview 2004d). A generally negative evaluation of the role of TVMs in Meitanba (Hunan) nevertheless pointed out that they allowed a reduction in the proportion of households relying mainly on firewood from 58 to 12 per cent (Wang Wenqi and Nie Wei 2008a). By reducing the supply of coal to rural localities, government attempts to close the TVMs actually impelled the farm population to increase the pressure on local forestry resources (Tan 1999: 17; Xinhua 2004a; Andrews-Speed et al. 2005: 51).

Utilization of Unused Resources

The exploitation of otherwise unusable resources is an important function of small mining everywhere (Jennings 2003: 151). Ideally, TVMs in China exploited deposits rejected or abandoned by SOEs, and some SOEs tolerated or even encouraged the emergence of such mines (ZMB 2 July 1998: 1; Christopherson 1991: 27). Even where problems existed, a modus vivendi could be established. Negotiations between the SOE, local governments and TVM operators in Daguangshan (Jiangxi) resulted in a symbiotic system whereby the SOE made mineral resources available, the governments provided land and the operators working capital (ZMB 30 January 1996: 3). Indeed, many SOE staff and managers either invested in or had a second job in nearby TVMs (ZMB 19 January 1999: 1), though such relationships often tailed off into corruption. Large mines also frequently allowed locals to open TVMs on the edge of their mining areas as one way to compensate the village for environmental and other damage done by mining (Zhongguo xinwen wang 2011).

Many deposits across south China, such as those in Yunnan and Jiangxi, are too small and scattered to be successfully exploited by large mines but are sometimes appropriate for small-scale techniques (Huang Mengfu 2004: 424; ZMB 12 February 1998: 1; Yunnan sheng 1995: 712). Some industry experts therefore criticized the proposed rationalization of the late 2000s for being at variance with reality (Pan and Wang 2009: 12). The elimination of mines producing under 90,000 tons annually implies a two-thirds reduction in output in south China, where even legal mines with under 30,000-ton capacity still produce 150 million tons and are necessary to maintain coal supplies. Thus, in Qujing (Yunnan) in 2008, 500 local mines had an average capacity of 53,600 tons; over 90 per cent were under the target of 90,000 tons (Qujing shi 2008). Even in Shanxi, deposits in some areas, such as Linfen, are unsuitable for large-scale mining, and many owners argued that the scattered nature of the resources made amalgamations difficult or impossible (ZMGN 2006: 457). Some experts called for the rationalization policy to be scrapped, ideally with a stipulation that the size of the mine be appropriate for the size of the deposit, but otherwise reducing the 90,000-ton limit to 30,000, and the 150,000-ton limit in north China to 60,000 (Pan and Wang 2008: 6; Sun Chunyan 2008b: 48).

Local Development

The TVMs’ greatest social benefit lay in their contribution to local development. Rural industrialization has been central to poverty reduction and improved living standards across China, and the emergence of the TVMs drew much impetus from Hu Yaobang’s 1981 visit to Datong and Shuozhou (Shanxi), where he was appalled by the population’s poverty and asked why they did not mine more coal (Bramall 2009a: 448–9; Shi Po 2008: 34). Among industrial TVEs, TVMs have been major but not dominant players: they were the sector’s eighth-largest employer in 1994 but ranked only fourteenth in 2008, with their share declining as the sector diversified away from the narrower focus of the Maoist period, when energy production was one of the ‘five small industries’ (Bramall 2009a: 270).

This, however, understates their importance. Most TVEs operated in the already richer coastal areas but, although in the mid-1990s there were TVMs in 1257 of the 1349 counties with known coal resources (Ye and Zhang 1998: 57; ZMB 5 October 1995: 1), they were increasingly concentrated in the central and western provinces. Figure 4.2 shows that, while Shanxi was a key producer in both 1997 and 2007, growth was concentrated in the north-western and south-western provinces (Inner Mongolia, Shaanxi, Guizhou, Sichuan and Yunnan), whose output more than trebled over this period, in contrast to an 82 per cent rise in overall output. Consequently, Inner Mongolia overtook Shanxi as the largest producer in 2008. In inland areas TVMs often dominated the TVE sector, reflecting a general tendency for TVE industrial output in the interior to be more oriented towards heavy industry (Bramall 2007: 64–5). The Party Secretary of Linfen (Shanxi) recognized their importance: ‘if there was no coal, Shanxi would have no TVEs’ (Tan Yifei 2009: 76).
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Figure 4.2  Geographical distribution of TVM coal output, 1997 and 2008

Sources: ZMGN 1999: 21; Huang Shengchu 2009: 167.

Because larger geographical units were, almost by definition, more economically diverse, the TVMs’ importance was greatest at local levels, for example in the approximately one hundred ‘key coal mining counties’, where coal contributed an average of 40 per cent of industrial production. One observer suggested a formula: one small coal pit could bring a ‘comfortable standard of living’ (xiaokang) to a village, ten to a township and a hundred to a county (Ren 1999: 23).

In such localities TVMs played a major role in employment creation, initially for farmers in the slack season, but later, as mines became larger, year round: in Xiaoyi County (Shanxi) 41 out of 88 small village-operated mines functioned on a seasonal basis in 1973, but only 7 out of 130 did so by 1985 (Xiaoyi xian 1992: 267). As mining developed it provided many jobs for both local and migrant workers. By the 1990s, even though only a third of the miners in Zuoyun County (Shanxi) were local, village-run mines still directly provided around 14 per cent of total employment (Wang Riqing 1999: 335). In Xipo Township (Xiangning County, Shanxi) in the late 2000s, 8000 young men worked in the mines, half the registered male population in that age group; if one includes ancillary industries, then 98 per cent of the population worked in coal-related businesses (Li Weina 2010).

In many areas there emerged a complex interplay between local and migrant labour, and the latter played an important role, particularly in wealthier areas. Outsiders from poor counties in the province or from other provinces constituted 80 per cent of the workforce even in relatively poor Yaojie (Gansu) (ZMB 16 April 1995: 2). A common pattern was to use migrants for the more dangerous work underground, while locals enjoyed some of the benefits of ownership and monopolized the (more lucrative) jobs on the surface (for Hunan, see Dong 2007: 23). Migrants also tended to be cheaper and more amenable so that employers preferred to give them the jobs, while locals found it difficult to find employment; in some areas a consequent outflow of young male labour left the villages mainly housing female and older family members (Wang Wenqi and Nie Wei 2008a, 2008b). There were often tensions between migrants and the local community. Mine owners in Qujing were criticized for employing cheap migrant workers to mine their coal, and the local government set up an office, headed by the deputy police chief, to control the migrants and ensure that they had the required five documents before they started work (Ye and Zhang 1998: 213–14). Although local governments took little notice of their interests, migrant workers were important contributors to the local economy; when they departed from the Gujiao area after mine closures in 2008, local retail stores and hairdressing salons (which often doubled as brothels) found their business reduced by 90 per cent (Nandu zhoukan 2009c).

In many areas, TVM employment generated a large part of local incomes. Across Shanxi in the 1990s, one-sixth of rural income was dependent on coal (Zhang Yanan 2000: 37). In Zuoyun, coal was crucial to income growth in the 1980s. Per capita incomes (apparently in current prices) rose from 72 to 761 yuan between 1978 and 1985 – a period when consumer prices rose by only 31 per cent. But earnings from coal grew almost twenty-four times, from 18 to 426 yuan. The contribution of coal was even greater at lower administrative levels. Richer townships in Zuoyun earned a higher proportion of their income from coal. The industry provided the richest township with about two-thirds of its 1985 per capita income of 2500 yuan. In that township, a single mine succeeded in more than doubling the income of one village between 1978 and 1979. By 1985, income was twenty-eight times higher than in 1979, and the village had become a provincial model for wealth creation. By contrast, the poorest township saw its income rise only from 50 to 155 yuan between 1978 and 1985, and only a quarter of its income came from coal (Wang Riqing 1999: 341–2; Zhang Fu 1988).

In other provinces, Yuhongsi in Huailai (Hebei) was a poverty-stricken village in the 1970s, with the average value of a labour day being 50 cents; it was so poor that its men could not get married, and there were forty bachelors of marriageable age in a population of five hundred. From 1979, a coal mine established by the local Party branch with an investment of 8000 yuan turned the situation round, so that by the 1990s 70 per cent of the village’s labour worked in the mines, which generated 95 per cent of its income. The forty bachelors were all able to attract partners from other villages (ZMB 12 March 1996: 3). More generally, a quarter of the villages in Henan that reached a ‘comfortable standard of living’ did so on the basis of coal mining (ZMB 27 February 1996: 3, 26 March 1996: 3). In south China, the Yunnan government saw the development of TVMs as the key to pacifying frontier areas, stabilizing living standards, developing local economies and enabling the peasants to eliminate poverty (ZMB 27 February 1996). In the 2000s, officials, mine owners and local people all benefited from the several hundred illegal mines operating in a single township in Weining County on the Yunnan– Guizhou border. As long as operations continued safely, no one questioned the situation; but frequent accidents earned the area national notoriety (Meng and Liu 2007: 30).

As mines increasingly became privatized, the profits no longer necessarily came to the villages and a major dispute was triggered in Lin County (Shanxi) in 2008 partly because the population felt they had received no benefits from the local mines (Nanfang dushi bao 22 October 2009). But other forms of income flow continued, and in Meitanba (Hunan) reparation paid for damage to agricultural land or housing became the main source of income for 23 per cent of households, while in addition the mine owners paid an average of 800 yuan per capita as compensation for the villagers’ inability to grow grain (Wang Wenqi and Nie Wei 2008a).

TVM profits were also voluntarily or involuntarily reinvested in local welfare or development. In Yunnan, mining profits provided new schools, irrigation facilities, electric power lines, drinking water, reafforestation and a transmission station for the 80 per cent of households with their own television (ZMB 4 May 1996: 3); profits fed into agricultural development enabled Lufeng County to escape dependence on outside grain (Yunnan sheng 1995: 713). In the 2000s, in Jiaokou County (Shanxi) a local mine owner provided the village with a new primary school building, and paid the salaries of local teachers and indeed of the village cadres (Nandu zhoukan 2009c). In some areas, such as Xiangning County (Shanxi), such contributions were systematized, and the coal owners were in the process of changing from nouveaux riches to philanthropic gentry. In the context of popular resentment at the coal owners’ wealth and at the consequent widening of the income gap, the local government persuaded owners to put aside 30 yuan per ton either to undertake local public works or to invest in non-coal income-generating enterprises. As a result, 350 million yuan was invested in 211 projects, mostly roads, schools or drinking water, and 300 million in setting up enterprises in such fields as animal husbandry and biological products (Wang Junxiu 2010: 70).

TVMs also played an important role in generating revenues for local governments, and received their support as a result. Probably at the provincial level only in Shanxi, possibly Guizhou and (later) Inner Mongolia did coal provide an indispensable proportion of income: in 2007 about a quarter of both national and local taxes collected in Shanxi came from coal, though not all from TVMs (SJN 2008: 293, 295). The rapid rise of prices in the 2000s enhanced the flow of revenue to provincial and local coffers, increasing their level of dependency (SJN 2007: 319, 2009: 280). Smaller units with less diversified economies more often depended on revenues from coal, which provided 45 per cent of government revenues in Xinzhou City (Shanxi), and 60–85 per cent in its four main coal-producing counties (Guo Baohou and Tang Runsheng 2008: 144). As late as 2009, 90 per cent of the revenues of Heshun County (Shanxi) came from the industry (Gao Peng and Li Yuan 2009: 72). Of course, in some areas some of these revenues corruptly leaked into the pockets of local officials, as discussed in Chapter 5.

The Benefits of Competition

Although TVM competition was viewed by the SOEs as an impediment to their growth, it had major advantages for the economic system as a whole. Indeed, one government aim in supporting TVEs in general was to force SOEs to become more efficient (Koo and Yeh 1997). In coal mining, the World Bank argued that the low cost of capital had led many SOEs to become excessively capital intensive, and that the rural mines provided a ‘cost benchmark’ against which to measure SOE performance (Warren 1992: 81). The Ministry of Coal concluded that fierce competition from TVMs kept down prices and forced the SOE mines to improve their investment patterns, production management, employment practices, internal management systems and distribution mechanisms (Ye and Zhang 1998: 46; Shen and Gunson 2006: 430). Nevertheless, there are many questions as to whether the two sides were operating on a level playing field. In particular, if TVM competition forced SOEs towards a lowest common denominator in terms of safety and environmental protection, that could hardly be described as a social benefit.

Social Costs of the TVMS

Despite the real social benefits outlined above, the TVMs also imposed major costs on society, most notably in the waste of resources, environmental degradation and loss of human life at levels that were increasingly unacceptable to public opinion. In addition, SOEs blamed the TVMs for ‘excessive’ competition and disrupting healthy market development. Many of these social ills were far from merely contingent, but were rather an indispensable part of the TVMs’ low-cost mode of production. A senior coal bureaucrat – not necessarily an unbiased observer – argued that a key factor in the competitiveness of TVMs was that they did not have to bear the real social costs of their operations, such as pollution, safety and resource conservation, as well as taxes and welfare provisions (Wu Yin 1999: 19). On the other hand, SOE mines have also often not borne these costs, particularly in relation to access to resources, and their arguments contained elements of rent seeking (Wright 2009: 105–6).

Conservation Issues

For the TVMs (as for others), the lack of clear property rights allowed almost unrestricted exploitation of mineral resources that technically belonged to the state, offering little incentive to husband resources. The farmers saw the coal as ‘public property. If they didn’t mine it, someone else would. There was no gain to be made by not mining it’ (ZMB 6 August 1998: 1). Rapacious methods of production were central to the competitiveness of the TVMs and were rational for the individual or the enterprise. To an even greater extent, when mines were contracted out to individuals, immediate profit considerations dictated methods of mining that maximized short-term output but left large amounts of coal unrecovered. The mines’ uncertain legal and political positions and their generally small scale also discouraged the heavy investment that would allow better husbandry of resources (ZMB 3 August 1996: 3).

Some have therefore argued that TVMs wastefully used up the most easily available deposits, discarding any that would be more costly to mine. They recovered only 15 per cent of resources, as against 45 per cent by large mines and 30 per cent by local SOEs (SPC 1998: 20; Zhang Hong and Shi Zhibin 2006: 15; Huang Shengchu 2006: 55). However, a more thorough study commissioned by the government argued that the overall recovery rate by small mines was much higher, at around 40 per cent (Shi Yu 2007: 18). These rates are all low by international standards. In the US, average recovery rates are around 80 per cent, but this is because most mines are open cast. Those from US underground mines can be as low as 40 per cent but are just over 55 per cent on average (EIA 2010a: Tables 14 and 16).

Environmental Degradation

Serious pollution has been a by-product of low-cost TVE production in many industries, and the government has not been able to make them shoulder the cost (Ho 1995: 373–7; Findlay et al. 1994: 185–6). Small cement, lime, brick and ceramics works are notorious for polluting the air, while paper mills ruin many rivers (Zhongguo xiangzhen qiye 1998: 26). Coal mining creates problems for the environment whatever the scale of mine (see Chapter 1), and the devastation the TVMs have wrought on their local ecologies is increasingly posing a threat both to people’s health and to broader economic development.

TVMs have been responsible for major pollution problems, particularly through the production of solid waste (Zhongguo xiangzhen qiye 1998: 27). In China’s main coal base, the ‘Black Triangle’ between Shanxi, Shaanxi and Inner Mongolia, they have caused severe soil and water erosion and vast amounts of coal waste have blocked the rivers (Zhang Jintun and Liang Jiahua 2001: 91–2; Qiu et al. 2009: 153–4). The refusal of the local mine to compensate farmers for such damage in Lin County led to the villagers challenging the company’s rights in court and thence to a violent clash in 2009 between villagers and thugs employed by the mine (Nanfang dushi bao 22 October 2009). Regulation is ineffective: mine owners said they paid 2000–3000 yuan to the local conservation department and were left alone (Zhongguo huanjing bao 10 December 1998; Hu Wei and Robert Evans 1997). Villagers in Hequ (Shanxi), dissatisfied with the response of the TVMs to local environmental damage, hoped that the 2009 nationalization campaign would improve matters (Song and Wang 2009: 26).

Similar problems can be found across the country. In Meitanba, land degradation and water shortages resulting from mining forced the local farmers to stop rice production and adopt the cultivation of crops such as maize and peanuts that are more suited to dry conditions. In windy conditions, any house within 200 metres of a mine experienced serious problems of coal dust. In a sample of villagers interviewed, 89 per cent said their houses had suffered damage from subsidence. Levels of compensation have been an issue of dispute between the locals and the mine owners (Wang Wenqi and Nie Wei 2008a).

Damage is not restricted to the period the mines are in operation. Workings that have been abandoned, whether because they were worked out or because they had been closed or amalgamated by government fiat, also pose a serious threat. For example, the karst landscape of Guizhou is threatened by landslides or fissuring as a result of such workings, while local inhabitants acquire chronic respiratory diseases from the pyrite in the abandoned slag heaps (Luo et al. 2009: 75–7). After mining operations have ceased, however, there are no enterprises from which villages can demand compensation (Wang Wenqi and Nie Wei 2008a) TVMs caused particular problems, beyond those of coal mining in general, partly because of discontinuities in costs of environmental protection. Many measures necessary to preserve local environments, such as cleaning water, are simply not economic for small-scale mines (Chen Jiabin 2003; Xia 2004: 40). Similarly, high levels of local air pollution result from the small mines’ lack of desulphurization and dust removal equipment, and relatively low chimneys for their boilers. Waste also tends to remain untreated and stored in the open (Qiu et al. 2009: 153–4). Neglect of environmental issues reflects not ignorance but the pressures of cost reduction, and large investments beyond their capacity would be needed to remedy the problem (ZMB 16 April 1995: 2, 26 March 1996: 3, 14 July 1996: 1). Nor is the issue purely one for the owners. The trade-off between economic development and environmental damage was illustrated by one farmer in Xiangning County: admitting that coal mine closures in 2009 had reduced air pollution, he nevertheless asked: ‘But can one eat clean air?’ (Li Weina 2010).

Loss of Human Life

As will be shown in more detail in Chapters 7 and 8, poor safety was another industry-wide problem that appeared most prominently in the TVMs. Here I will merely stress that this was also an integral part of low-cost production (ZMB 2 July 1998: 1; Wu Yin 1999: 19). In most areas, managers could afford to make few safety provisions. One report described how workers in Gansu were not issued with any safety helmets, and there was open lighting in the mine (ZMB 16 April 1995: 2). In Shanxi, owners pressured the workers to reduce the amount of timber used to shore up the mine as the main way to cut costs (Zhongguo jingji shibao 11 July 2007: 2).

Solutions proposed in the official press required a change in the whole mode of operation and a consequent reduction in TVM competitiveness (which was in part the aim). Heavy capital expenditures beyond the capacity of most TVMs were needed to eliminate unsafe equipment and such practices as single shafts, natural ventilation, unprotected lighting and uncontrolled explosions (Wang Senhao 1994: 12). The Shanxi provincial authorities expended considerable effort and resources in improving safety levels throughout the 1990s. But, given the mines’ shortage of capital, the government aid was ‘like trying to douse a load of burning firewood with a glass of water’ (ZMB 12 August 1997: 3).

Competition and Conflict with State Mines

Although the TVMs sometimes supplied different markets from the SOEs, the dominant relationship between the two groups has been one of competition. Some small mines operated in remote areas but others existed alongside state mines and competed, largely on the basis of cost, directly with them in local and, to some extent, regional and national markets. The TVMs had a number of crucial advantages over the large modern mines. First, they mined shallower deposits and had gone less far down the track of diminishing returns. Second, because of this and their more labour-intensive form of production, they had lower capital costs. The 2004 Economic Census suggested that large-scale mines had about twice as much fixed capital per yuan of output as did small (guimo yixia) mines (ZJPN 2006: 130, 160, 282–3). Third, they were able partly to evade the conservation, environmental and safety legislation that imposed costs on the SOEs. Nor did the TVMs generally bear the burden of the provision of social services that was a major cost for the SOEs (as shown in Chapter 3).

Lower tax payments – through either official tax breaks or evasion – may have been another basis for the TVMs’ lower costs (ZMB 5 January 1999: 3). The unregulated and unlicensed status of many TVMs meant that, formally at least, they did not fall within the tax net. Local governments feared that to levy taxes from unregistered mines would be to recognize their existence (ZMB 26 March 1996: 3). Only 48 out of 149 small mines at Yaojie paid tax, resulting in losses of up to 4 million yuan (ZMB 16 April 1995: 2). Nationally, the 1994 tax reform attempted, with some success, to address this issue and increase the tax take from the whole TVE sector (He Xin and Liu Lingjun 1994; Shuishou yu qiye 1994: 38). But still the Guizhou provincial government lost more than a billion yuan each year through the TVMs evading taxes and charges (ZMB 22 September 1998: 1).

However, TVM tax evasion mainly reflected conflict between different levels of government as to which would benefit from coal taxes. This was highlighted by SOEs wanting to reduce their rivals’ competitiveness and the central government aiming to increase its share of tax revenue. The situation looked very different from the point of view of the TVMs, which, like other enterprises, were subject to an array of local taxes and charges. A report from Shanxi spoke of the excessive tax burdens facing TVMs (ZMB 12 August 1997: 3), and local mines in Shuozhou complained about fifteen types of government charge (ZMB 26 May 1994: 3). In general, it is far more likely that TVM tax payments remained in the hands of local governments than that the former succeeded in avoiding their obligations altogether – in Shuozhou, coal mines accounted for 36 per cent of industrial output, but 64 per cent of local government revenue (ZMB 11 August 1998: 3). Thus, although TVMs made a lesser contribution to national and provincial coffers, up to 2008 their ‘blood transfusions’ to many local governments made up the main source of basic-level finances (Li Weina 2010).

For whatever reasons, TVMs had lower costs than state mines and undercut them in the market – in the earlier period in relation not to the official state price, but rather to the market price at which the SOEs sold their above-quota output. From 1994, most SOE coal began to be sold at market prices, and consumers were free to choose coal from the cheapest source, without the market being distorted by cheap coal circulated through the plan. Competition became much more direct, first in local markets and later, as the transport bottleneck eased, also in distant markets (Wu Yin 1999: 17–18).

No nationwide figures for costs and prices exist; indeed, they varied vastly across and even within regions. Moreover, because of inflation up to 1996, any comparisons that are not completely contemporaneous are of little use. Examples must therefore suffice. In the early 1980s, costs of production in Shanxi were around 4–9 yuan for TVMs, and 13–14 yuan for large SOEs (Lieberthal and Oksenberg 1988: 358–9). In 1995 in Handan (Hebei), costs were 117 yuan per ton in the SOE mine, and 39 yuan per ton in the small pits (ZMB 6 June 1995: 3). Lower costs translated into lower prices. In the 1980s, TVM prices were often only one-third to one-half of the (market) price of SOE coal (Tian and Qiao 1991: 388), and remained lower into the late 1990s and beyond (ZMB 26 November 1998: 1).

When the coal market was buoyant, there was space for different players. However, when demand declined, competition became much sharper. Although there had been a disguised buyers’ market for much of the 1990s, it became clear from 1997 that there was a serious glut of coal. The coal mining press, reflecting SOE interests, held the TVMs’ ‘blind production’ primarily responsible (ZMB 8 October 1998: 1, 9 January 1999: 2; Hu Angang 1999: 16). In Panzhihua (Sichuan), cheap sales by over a thousand unlicensed private mines forced down prices, disturbed the market, and hindered the healthy development of other mines (ZMB 25 March 1997: 3). As a consequence, the TVMs were blamed for the growing SOE losses outlined in Chapter 3. Even as the market recovered from 2001, a manager of a small mine in Yangcheng (Shanxi) was sacked for selling coal to a local power station for a price well under that set by the local government (Zhongmei xinxi wang 2001).

As is common across the world of artisanal mining (Andrew and Hilson 2003), this competition led to many disputes between large and small mines, particularly over the latter’s encroachment on the SOE mining areas (ZMB 27 February 1997: 4). For example, of the fifty small mines in Hegang City (Heilongjiang), forty-eight operated within the boundaries of SOE mines (ZMB 31 March 1994: 2). At Meitanba (Hunan), eighteen of the twenty-one small mines encroached beyond their allotted boundaries, while many also operated at greater depth than their permits allowed (ZMB 3 July 1993: 1). Most seriously, encroachment compromised safety by causing many explosions and even more floods in SOE mines (ZMB 29 December 1998: 3). It also reduced the expected lifespan of the Yanzishan pit at Datong from the original 110 to 38 years. The function of such reports can be inferred from the fact that, in the following month, 315 small mines were closed down in the area (ZMB 18 September 1993: 2, 2 October 1993: 2).

Pressure on SOE resources was not always limited to mineral deposits, and many TVMs took advantage of the electric power, ventilation and drainage facilities of their large neighbours. In Hunan in 1996, three TVMs took advantage of an SOE’s ventilation system to ventilate their own workings, causing serious financial losses; they were eventually forced to block off their entrances into the large mine (ZMB 4 May 1996: 3). Some TVMs even purloined materials and equipment. The 400 unlicensed mines that emerged in Xishan (Shanxi) in the 1980s relied heavily on materials stolen from the neighbouring SOE to provide their electrical equipment, timber, winches and rails (ZMB 29 June 1996: 2).

TVMs also competed – illegitimately, in the SOE view– for scarce inputs. For example, they sometimes offered much higher wages to attract skilled technicians, which was labelled ‘corruption’ (ZMB 21 May 1996: 3 for Jiangxi). They also sometimes bid in a black market for railway capacity, which was the major constraint on mines being able to sell their coal (Lieberthal and Oksenberg 1988: 360).

In response, the SOEs sometimes resorted to legal proceedings: in 1999, the Zixing mine (Hunan) succeeded in winning a judgement for 123,000 yuan from a TVM which had interfered with its workings (ZMB 11 February 1999: 1). But often the struggle over resources escalated into direct action. In late March 1996, 103 small mines near Taiyuan (Shanxi) were blown up at the insistence of the nearby SOE (ZMB 20 April 1996: 2). On the other hand, when the managers of a state mine in Ningxia turned up to demand the closure of some TVMs, they were surrounded by an angry group of 150 miners armed with primitive implements. The small mine contractors were nowhere to be seen and made no move to restore order (ZMB 24 March 1996: 2).

Conclusion

The costs of the TVMs have undoubtedly been high, above all through lives lost but also through wastage of resources and environmental damage. TVMs involve a mode of production that is exploitative of natural resources and structurally reliant on cheap, poorly protected labour. These costs have meant that public opinion, which in China is largely limited to educated people in urban areas, is strongly critical of the mines. Partly as a result, there have been repeated government attempts to control and restrict the TVMs, as is outlined in Chapter 5.

The balance of advantage is, however, more complex. Critiques of the mines often come from large-mine interests, and embody an element of rent seeking even while focusing on real issues. In fact, TVMs have played a key role in bringing some level of prosperity to many areas far from the coast and therefore with few other opportunities for development. But the beneficiaries of this have little voice at a national level, so cannot counter the critiques dominating public and official opinion. Moreover, in few countries is the trade-off between human lives and economic benefits treated in a very rational manner. Overall, the balance between benefits and the admittedly high costs is closer than is generally suggested and, as will be seen in Chapter 5, government attempts to close the mines have been met with substantial resistance.


5    The Central State and the Rural Mines

Introduction

There has been broad consensus, certainly among educated people in the cities, that the social costs of the TVMs far outweigh the benefits, a consensus promoted also by the rent-seeking activities of large mines attempting to close down their competitors. As a result, the state has made a series of attempts to control or eliminate the rural mines, most prominently the ‘close the pits and reduce coal production’ initiative that reached its height in 1999–2001 and the renewed efforts from 2005 to consolidate the TVMs. This chapter analyses the sometimes conflicting aims of the state and the constraints on its success.1

Although many non-specialists see the Chinese state as able to do more or less whatever it wants, specialists realize that the situation is less simple, and there has been much debate over its capacity to control society and implement its policies at the local level. Political scientists have debated broader questions surrounding state capacity since the 1980s. This chapter deals with a single policy area and is therefore primarily concerned with the implementational dimension of state capacity – the ability ‘to implement official goals, especially over the actual or potential opposition of powerful social groups or in the face of recalcitrant socioeconomic circumstances’ (Skocpol 1985: 9). In the mid-2000s, opposing views were expressed about the capacity of the Chinese state. Dali Yang (2004: 18) maintained that ‘China has made real progress toward making the Chinese state into a regulatory state suited to a functioning market economy.’ By contrast, according to Shaoguang Wang (2003: 38): ‘The Chinese Communist party-state is a weak one … Numerous signs indicate that China is in the midst of a deep and perhaps overwhelming crisis of governance.’ More recently, however, Wang has put greater emphasis on the state’s ‘considerable effort towards adapting its regulatory system to the country’s transformed economy’ (Wang 2006: 23). State capacity also varies between different regions. A study of the mine closure policy suggested that capacity was stronger in east and central than in western China, because greater wealth and higher levels of education created a stronger administrative structure and there was less local dependence on employment in the mines (Andrews-Speed et al. 2002: 53).

Controlling the TVMs and enforcing socially acceptable safety standards put considerable strain on the state’s capacity by requiring it to deal with complex webs of conflicting interests, and scholars have reached different conclusions over the success of mine closures in 1999–2001 (Nolan 2001: 726; Rui 2005: 69–73; Su Fubing 2004). In a similar context, Andrew Wedeman (2003: 90–151) showed that the state was unable to protect the rents enjoyed by SOEs against an upsurge of protectionism by local governments seeking to redirect those rents to their own coffers. This local protectionism eventually declined because of changing market conditions rather than the state’s strength.

This chapter will first outline changing government policies and analyse the context and ambiguous aims of those policies. It will then examine social opposition to the closure of the TVMs and analyse indicators of success or failure both in 1999–2001 and more recently.

Trajectory of Policy Towards the Rural Mines

Policies towards the TVMs were one component of those towards the broader TVE sector. During the 1980s, the growth of the TVEs corresponded with the agendas of both local and central states: they provided many localities with valuable sources of livelihood and revenue and contributed to the centre’s aims of rapid economic growth, employment creation and economic liberalization. From the early 1990s, and especially from around 1996, however, the centre’s views began to change as competition with SOEs intensified and the TVEs’ social costs, such as environmental damage and poor working conditions, attracted increasing attention. For these reasons, the state reduced its commitment and growth slowed somewhat, though by no means came to a halt (Bramall 2007: 55; Liu Xiaoxuan 2001: 238).

Similarly in coal mining, up to the early 1990s government policies were generally supportive and as late as 1997 the output target for TVMs was revised upwards, while that for key SOE mines was reduced (Guo Tingjie 1999: 23). After the decontrol of coal prices, however, SOE concerns over competition led to increased pressure on the TVMs and to the most extensive attempt to control them – the 1999–2001 ‘close the pits’ policy (Jin et al. 1999: 10; Su Fubing 2004: 227). In late October 1998 Premier Zhu Rongji, after representations from coal interests, approved the basic concept (MQG 1999a: 14; Jin et al. 1999: 5). In December, State Council Order No. 43 announced the decision to close illegal mines and those ‘with an unreasonable production structure [buju bu heli]’, as well as to reduce coal production in order to ‘readjust and improve the structure of the coal industry … and to bring supply and demand for coal into basic balance’ (Jin et al. 1999: 6–8). The target for 1999 was the closure of 25,800 small mines and a reduction in output of 250 million tons. In December 1999 the State Economic and Trade Commission (SETC) set new targets for the following year of 18,900 mine closures and an output of 870 million tons – 130 million below the 1999 official figure (and 500 million below the actual output later estimated by the NBS). In January 2001, it called for continued mine closures, toughened up the criteria for TVM operation and set the 2001 output target at 950 million tons (Pan 2002a: 12). In April 2002 the State Administration of Work Safety (SAWS) announced that 30 per cent of the remaining 23,000 TVMs would be closed, reducing the total number to 15,000 (Zhang Baoming 2002b).

Even from late 1999, however, much of the steam was going out of efforts to implement the policy, and the previously monthly reports in Coal Enterprise Management became increasingly sporadic. Although the policy was not formally wound up and the government still planned to eliminate the smallest and least modernized mines, priorities changed from 2001–2. The market was recovering, and it was no longer necessary to cut output. In 2001 Shanxi had to relax an attempt to close small mines because it was leading to coal shortages (MQG 2002: 25; Xia 2002: 58). There were no major policy documents between 2002 and 2004, while sharp increases in official output figures in 2002–3 indicate that TVMs were again politically acceptable.

The issue of the TVMs came to the fore again in 2005 after a series of major coal mining disasters (see Chapter 7). Although these disasters mostly took place in large SOEs and the TVMs were improving their safety record, overall the latter’s record remained much worse, and they were an easy target for the government to show they were doing something. In August that year the State Council issued an emergency decree calling for the closure of illegal mines and those without the requisite safety equipment (Guowuyuan 2005). This led to a familiar series of targets – for instance, to close 8000 mines during 2005 (Sun Chunyan 2008b: 47). The Eleventh Five Year Plan set a target to reduce the number of small mines to 10,000 by 2010 (Lin 2008: 176). The focus was now more on scale, with the aim of reducing the output specifically of the smallest mines and eliminating those producing less than 30,000 tons a year (Hou 2009: 378). The official NDRC policy document laid down a minimum of 1.2 million tons capacity for new or reorganized mines in the core areas of Shanxi, Shaanxi and Inner Mongolia, 150,000 for the south-west, 90,000 for central and south-east China, and 300,000 elsewhere (NDRC 2007: 4). Existing mines were to be reorganized into larger units, which would be joint ventures with a majority government stake and a minority stake held by the previous owners (for an early and apparently successful example of reorganization, see Creedy et al. 2006). The Olympic Games in 2008 strengthened the state’s resolve to control the TVMs and enabled it to put greater pressure on local governments to comply, while the economic downturn later that year provided an even more auspicious environment.

From early 2009 Shanxi began to introduce a much more coercive policy, which many observers conceptualized as the nationalization or renationalization of coal mines in the province. The origins of the policy lay in a September 2008 order to speed up reorganization and give the large mines responsibility for safety, but widespread opposition and the sacking of the provincial governor in the wake of the Kuiba flood disaster delayed implementation (Han Wen 2009: 63). In early 2009, Wang Jun, former head of the SAWS, became governor, which provided new impetus (Qiu 2009; Gao Peng and Li Yuan 2009: 71). Based on a series of orders from both central and provincial governments, the new policy empowered the seven largest coal mining companies to enforce amalgamations in specific mining areas allocated to them. Each district was given a quota for the permitted number of mines, and the aim was to reduce the number of enterprises from 2200 to 130 and limit the number of individual mines to 1000, with a minimum capacity of 900,000 tons (Jiang Ailin 2010a, 2010b: 52).

Conflicting Aims of the State

In dealing with the TVMs, the state has both economic and social aims, and particularly in 1999–2001 there was an ambiguity between the two (MQG 1999b: 18). First, it aimed to strengthen the position of the large SOEs by increasing their share of the market; in certain situations this also involved reducing total coal output to raise prices and increase SOE profits. Second, it wished to address the social costs of rural mining, especially those relating to safety and environmental degradation. Forcing TVMs out of production by imposing higher standards or, more often, closing them would fulfil this aim.

Reducing total production at the cost of the TVMs was central in 1999–2001. A key speech by Vice-Premier Wu Bangguo in November 1998 emphasized the readjustment of supply and demand, only indirectly referring to safety (Jin et al. 1999: 9). This reflected a sectional – and temporary – agenda, constituting (like the attempt to suppress export protectionism in the 1980s) in part an attempt to create rents for one group (the SOEs and their workers) at the expense of another (TVMs and rural workers). A leading Chinese economist argued, ‘Objectively speaking, this [campaign] transfers an (albeit illegal) benefit from the peasants … to the urban workers,’ and it was clearly understood in Shanxi that closing TVMs redounded to the benefit of the medium-sized and large mines (Shi Xunpeng 1999: 9; Xia 2002: 57). This aim reflected a particular perception of the macroeconomic situation, in this case the downturn in the coal market. But, as it transpired, the oversupply of coal was itself temporary, and the demand projections made by a supporter of the policy in 1999 turned out to be far lower than the actual outcome (Guo Yuntao 2001: 298, 301–3).

By contrast, safety and environmental concerns reflected a broader social agenda. Real issues were certainly involved: the TVMs’ safety record was an international embarrassment; the wasteful mode of exploitation threatened China’s energy prospects; and environmental damage was impinging on both the people’s health and local economic development. Some have argued that even in 1999–2001 these issues were the state’s central concerns and, as confirmed by both printed and interview sources, the state successfully won broad public support, at least in urban China (Interview 2004e). In this respect, therefore, state capacity was not in conflict with civil society, and indeed less officially oriented newspapers played an important role in highlighting safety issues and generating public support.

Even a focus on imposing higher safety and environmental standards, however, also involved an element of rent seeking, whereby SOEs attempted to increase their own profits by raising the costs of their competitors or forcing them out of business. In the UK, Tom Dwyer (1991: ch. 1) interprets the history of coal safety legislation as an attempt by ‘industrial capitalists’ to reduce low-cost competition from ‘traditional capitalists’. Likewise, the British factory acts were intended ‘by the leading textile manufacturers to restrict output, thus raising textile prices and increasing quasi-rents to those manufacturers whose operations were least affected by the bill’s provisions’ (Marvel 1977: 380, 387). Environmental legislation, by forcing low-cost producers to increase investment or forcing them out of business, also has a differential effect on – and involves the creation or destruction of rents for – different types of enterprise.

Over time, safety, conservation and, to a lesser extent, environmental issues became increasingly prominent. A reading of the main industry newspaper, China Coal News, suggests that as early as mid-2000, as the market improved, safety replaced balancing supply and demand as the main aim (ZMB 22 August 2000: 1). By 2004, the authorities had abandoned the aim of reducing output, while retaining that of improving safety and conservation by increasing the scale of mining (Interview 2004a). The post-2005 consolidation of the industry was mainly driven by safety considerations. A professor at the Central Party School explicitly said: ‘Mining disasters are the main factor motivating Shanxi’s policy of resource restructuring’ (ESJB 21 April 2008). But the wish to change the structure of the industry was always there in the background, and several observers feared over-supply in the market, though the economic data seldom bore them out.

Opposition to Mine Closures

The most important constraint on mine closures has been the widespread opposition they encountered from many groups in rural society, including coal owners, workers and local populations, as well as local government officials. In 1999–2001 there was widespread resistance, both covert and overt, to the ‘close the pits’ policy (Interview 2004b), while one report on the Shanxi coal reform of the late 2000s predicted that the social upheaval caused by the reform was only just becoming evident, writing: ‘Every single group in Shanxi society is tasting the complex flavour of a redistribution of interests’ (Xia 2010). In the late 2000s, there was also a lively press debate, which discussed many of the problems and inconsistencies of government policy.

The Coal Owners and their Property Rights

The coal owners were major losers and, as could be expected, resisted confiscation or amalgamation wherever possible. In the late 1990s, they had little political voice, and resistance was mainly local and often violent. One coal owner in Jiangxi said that if his mine was closed he would bring all 300 of his fellow villagers to demand a living from the local SOE manager (ZMB 23 February 1999: 1). Likewise, some owners in Shanxi threatened, ‘If you blow up our mines, we will blow up your people and your buildings’ (Shanxi dianshitai 2004). Even in this period there were some concerns over the implications of mine closures for the system of property rights. Despite injunctions to the contrary, the relevant laws were seldom followed (Chang 1999: 15–16). Closures often depended on government policy rather than the letter of the law and were based on vague grounds such as the lack of a ‘reasonable production structure’. While there was some local support for closing the smallest pits, which were usually the most obviously irrational and dangerous, opposition increased when legal mines of a substantial size were closed in order to meet output reduction targets: over half the reduction of output in Datong (Shanxi) came from the closure of legal mines (MQG 1999b: 18, 1999d: 33, 2000: 6, 9; Chang 1999: 16). Nevertheless, on the whole, the concerns of coal owners received little airing in this earlier period.

In the late 2000s public sympathy for the mine owners was still limited. When disputes arose between local mine owners and villagers in Lin County (Shanxi), the press and public attributed them to the growing wealth gap in society, though others pointed out that such disputes reflected the weakness of property rights and the shortcomings of China’s market economy (Yin 2010; Nanfang dushi bao 22 October 2009). Earlier patterns of violent resistance continued to some extent even in this period: in April 2007 a reforming county Party secretary in Weining (Guizhou) – the sort of remote area on provincial borders that has always been difficult for the Chinese state to control – was kidnapped and beaten up after the closure of 2000 illegal mines over the previous year challenged the interests of both mine owners and corrupt local officials (Meng and Liu 2007: 29). Nevertheless, by this time private property rights had become more ensconced in the Chinese system, while many coal owners had made large fortunes and had the resources to expound their views in the public sphere. Finally, while in the earlier period most coal owners and therefore their concerns were local to the mining area, there was now extensive inter-provincial investment in coal mining, so the issue became more national. As early as 2005, the Zhejiang government sent a deputy governor to negotiate on behalf of its fellow provincials when Shanxi started to restructure the mining sector (ESJB 8 October 2009). Legal coal owners were now able to get much more of a hearing in the press, as well as directly petitioning the government themselves.

The change can be seen most prominently during the 2009 nationalization programme in Shanxi, but an earlier episode involving the closure of coal mines in Guangdong already illustrated the changes. After a disaster in Meizhou in August 2005, the provincial government decided to close all the province’s coal mines. The policy was implemented enthusiastically in Qingyuan and Shaoguan (more so than in Meizhou itself). The Qingyuan government aimed to close the mines completely and remove the factory buildings, all equipment and all workers from the mine sites. But most of the mines had all the necessary permits, and these moves met with considerable opposition. Thirty-two coal owners flew to Beijing to put their case to the National People’s Congress and the State Council, while 111 mine owners in Shaoguan petitioned Wen Jiabao. One online article interpreted the whole policy solely as a means to protect the career of provincial Party secretary Zhang Dejiang (Dongfang guancha 2006). Nevertheless, the closures went ahead regardless.

Likewise, in Shanxi in the late 2000s, the Wenzhou coal owners, through their representative organization, the Zhejiang Zheshang Capital Investment Promotion Association, petitioned the National People’s Congress and the State Council. They argued that Shanxi’s actions went beyond State Council policy, basically in replacing persuasion with coercion, and were both illegal and unreasonable. This position was supported by a leading lawyer (He Changming 2009). Indeed, unlike during the earlier campaign, legal firms were prominently involved as advocates for the owners (Wenzhou shangbao 29 September 2009). Two conferences to discuss the matter were held in Hangzhou, with participation by legal experts from the Chinese Academy of Social Sciences, Peking University and the People’s University. But despite invitations, representatives of the Shanxi government stayed away (Zhongguo jingji shibao 4 December 2009). These conferences sparked widespread public interest: there were over 200,000 Google searches for the title of a series of articles published on them (Wenzhou shangbao 29 September 2009).

There had been little debate over the justification of the earlier ‘close the pits’ policy but now the press extensively aired different views of the desirability and even legality of the closures of the TVMs as part of a broader debate over the advance of the state at the cost of the people (guojin mintui) (Ma Jun 2010). By the mid-2000s coal owners were more protective of their property rights, and those who had invested enough to get the required licences reasonably claimed the protection of the law, arguing that it was not sufficient for the government just to say ‘close the mines’ (Yao Zheng 2007: 34). As with the earlier policy, the extension of closures from small illegal mines to larger and properly licensed mines led to greater opposition (Tang 2006: 12). There was no clear distinction between ‘illegal’ or unlicensed mines and small licensed mines that the government wished to close for its own reasons. A China Daily story on 17 January 2009 reported that 35 per cent of coal output came from ‘illegal’ mines, though Chinese-language versions spoke only of ‘small’ mines (Zhao Tiechui 2009). Coal owners felt the whole campaign reflected the state’s mistrust of private enterprise and involved loss-making SOEs grabbing private assets (Nandu zhoukan 2009a).

Many observers pointed out the contradiction between the coercive and administrative methods used by Shanxi and the principles of China’s socialist market economy, where both sides had to be willing to enter into a contractual agreement. The Wenzhou coal owners complained that only five years earlier, in 2004, they had been welcomed into Shanxi with a promise of more clear and secure property rights. Indeed, the policy in 2005 was described as one of privatization. Although they had acquired all the necessary permits and made the investments required to meet the government’s stipulations, that all counted for nothing, and by 2009 the policy had turned 180 degrees, with the state essentially nationalizing the mines and awarding minimal compensation (Jiang Ailin 2010a; Nanfang zhoumo 4 November 2009).

A key focus of contention was the level of compensation. In 1999–2001, compensation had been offered only in very restricted circumstances and paid in even fewer (Andrews-Speed et al. 2003a: 519). Later, in the context of the Shanxi nationalization, as long as coal prices remained high up to summer 2008, the coal owners’ bargaining position was relatively strong. But prices started falling from August and, coupled with renewed pressure from government policy, this led to a ‘Black September’ for the coal owners (Xinhua 2010b). Compensation was determined by the government and the SOEs, with the owners having no say, but having to sign to avoid losing their licence (Zhang Feng et al. 2010: 8). One SOE negotiator from the Fenxi SOE quite openly said that there mostly would be a discount on the valuation made of mineral deposits and compensation would not always be paid up front (Wenzhou shangbao 23 September 2009). Many SOEs were also reluctant to pay high prices for resources they regarded as marginal, and indeed some critics argued that the SOEs were ending up with the poorest mines, while the owners held on to the more promising deposits. In any case, SOEs often had very heavy expenses to bring the amalgamated mines up to the required level (Tan Yifei 2009: 78; Xia 2010).

Even where compensation had been agreed, the local government often had insufficient funds to pay, at least on schedule: one owner negotiated a price of 80 million yuan, 80 per cent of which was to be paid by the end of 2009. But by that time he had received only half, leaving unsatisfied investors in Wenzhou and mounting interest bills (Zhongguo xinwen wang 2010b). The government tried to pressure the owners into taking shares in the new enterprise in place of cash, but they were extremely reluctant to do so (Dongfang zaobao 8 September 2010). One Wenzhou source said that taking shares in the SOEs would be equivalent to suicide: the SOES’ higher costs meant that profits were much lower, and it would be impossible to earn a decent return (Wenzhou shangbao 25 September 2009). By late 2010, the reform was said to have ‘brought disaster’ to Zhejiang. Wenzhou investors alone were estimated to have lost 25 billion yuan and were still owed large sums in compensation (Qianjiang wanbao 25 August 2010; Shidai zhoubao 28 October 2010; Zhang Feng et al. 2010: 10).

Owners also criticized the inconsistency of the policies. Mines were constantly forced to make large investments in order to meet ever-changing government targets: the minimum permitted capacity of a mine in Shanxi increased from 30,000 to 60,000, 90,000 and 150,000 tons between 1998 and 2008, and has been raised still further since then (Sun Chunyan 2008b: 47; Nandu zhoukan 2009a). Similarly, the number of small mines permitted in Nanjiao District in Datong was reduced from the actual number of 170 in 2005, to 58, then 42, 35, 24 and finally zero. Wenzhou owners invested large sums to try to ensure their mines were among the survivors, only for the money to be wasted in the end (Wenzhou shangbao 23 September 2009). One anonymous mine owner complained that they ‘were exhausted by the endless round of production halts, reorganizations and red tape’ (Sun Chunyan 2008a: 58). Another said: ‘It is not that we don’t dare to invest. If they would give me five years of consistent policy, I would happily invest. Unfortunately, Shanxi’s policies change every other month’ (Song and Wang 2009: 24). So, even when the state called for the reopening of mines in 2008, owners feared a further change of policy and were reluctant to invest (Zhongguo xibu meitan wang 2008; Sun Chunyan 2008b: 46). The high level of uncertainty and the weakness of property rights encouraged owners to continue using dangerous and exploitative methods that did not require large investments. In this way the very attempts by the state to improve the situation sometimes undermined its own prospects of success (Yao Zheng 2007: 33).

A further concern was the ‘collective responsibility’ policy whereby, if there was an accident in a mine, all mines in the locality had to close. This had been the case when the Guangdong government closed mines in 2005 (Li Hejun and Li Zhixiang 2009: 159), and later Shanxi mine owners complained, ‘if one family member falls ill, there is no need for the whole family to take the medicine’. Some mines in Linfen (Shanxi) lost as much as 100 million yuan when they were closed in the wake of accidents in other mines (Sun Chunyan 2008a: 57). Indiscriminate closures meant that owners, particularly those from outside the province, pushed too hard to make short-term profits as soon as the mines reopened, and also increased the incentives for both owners and workers to work the mine in secret, for instance without using ventilation equipment (Han Wen 2009: 63).

In response to such criticisms, Governor Wang Jun said in March 2010 that there was no evidence that the levels of compensation were unfair (Huaxia shibao 12 March 2010). The government claimed that the ownership of minerals was vested in the state and could not be traded, though observers pointed out that this confused ownership rights with the use rights sold by the state to the coal owners (Chen Xiaojin et al. 2010: 12). From the provincial government’s point of view, there were also a number of complicating factors in valuing the assets. It was sometimes difficult to identify the real owners, with often many layers of sub-contracting. Some investors, in the hope that large profits could be made out of high coal prices, had also put in more money than would be justified by any objective valuation. Investments were sometimes illegal in that they aimed to exploit resources beyond the permitted area of the mine, while many of the deposits were reportedly exhausted. And it was not clear how to recompense recent investment that had not yet fully borne fruit (Meiri jingji xinwen 3 December 2009; Shanxi ribao 16 November 2009: A3; Wenzhou shangbao 24 September 2009).

The government claimed that the private sector was still playing a major role after the reorganization, with only 20 per cent of mines run by SOEs, 30 per cent by private enterprises and 50 per cent jointly. Other observers pointed out, however, that this vastly understated the predominance of the SOEs, and especially the seven largest companies. After restructuring in Yangquan, over 85 per cent of the mines were controlled by SOEs, leaving only 10 per cent for collective enterprises and 2 per cent for foreign and private enterprises (ESJB 3 September 2010). The government also claimed that, even though owners’ shares in their businesses had fallen from 100 to 49 per cent, the flow of profits was greater because of increased output (Shanxi ribao 24 November 2009: A1). If output did increase, however, profits did not necessarily follow, because SOE profit rates were lower.

It was not only private enterprises that were disadvantaged. Provinces undertaking reorganization often explicitly or implicitly discriminated in favour of local enterprises and against those from outside the province – even those controlled by the central government. For example, Shanxi withdrew permission to take the lead in restructuring from a company partly owned by the Kailuan Group (Hebei). Henan and Shaanxi also both clearly indicated they would favour local interests (Shidai zhoubao 28 October 2010; ESJB 27 October 2010). Conflict with enterprises run by the central government was particularly severe in the case of the exploitation of coal gas, where Shanxi coal companies attempted to gain control over gas resources to which central enterprises felt they held the rights. Local pressure meant that PetroChina had to ‘trade land for peace’ in its relations with local companies (ESJB 19 January 2011).

All of these factors damaged the investment climate in Shanxi, which in any case was more problematic than along the coast. In the first half of 2009 alone, 15–16 billion yuan of investment flowed out of the province, while withdrawal of capital from the industry was later estimated at between 200 and 300 billion yuan (Jiang Ailin 2010a; Pan 2009b: 21; Shanxi ribao 27 April 2010: B1; Chen Xiaojin et al. 2010: 14). Local governments attempted to respond by encouraging mine owners, especially locals, to reinvest in employment-generating activities in the locality, for example by supporting the establishment by ex-mine owners in Fenyang of an association to ease the transition to other trades. The association excluded any owners who had not totally exited the coal trade or who were involved in gambling (Shanxi ribao 19 April 2010: A2). After the losses they had incurred, however, many owners were hesitant. For their part, other provinces, such as Shaanxi and Inner Mongolia, tried to attract some of these funds by stressing that they would adopt a more market-oriented, ‘non-Shanxi’ model for their restructuring, and avoid the coercion practised by Shanxi (Chen Xiaojin et al. 2010: 13; Zhongguo nengyuan bao 17 March 2010).

Workers and Local Populations

Although some groups – for example, farmers whose water supplies were polluted – gained from mine closures (Interview 2004a), much more often those closures threatened the major positive contributions the TVMs made to local employment, incomes and government revenues. Just as urban policy-makers rode roughshod over rural interests in imposing the one-child policy (Greenhalgh 2008: 262–3), so the mine closures imposed an urban agenda on the rural population, regardless of the latter’s interests. In India, resistance by local communities to the state’s attempts to control similar small-scale mining – albeit at the lower end of the scale covered by TVMs – can be seen as the poor using the ‘weapons of the weak’ to protect activities they see as part of a traditional moral economy (Lahiri-Dutt 2003: 76).

The greater the dependence of a particular area on the TVMs, the greater was the likely resistance to closing the pits. In 1999, Shanxi (the province most dependent on coal) expected the proposed closures to result in a 4.2-billion-yuan loss of output (2.7 per cent of provincial GDP and 6 per cent of industrial production), 120,000 direct job losses, and a 0.8 per cent rise in the unemployment rate (Shanxi meitan bao 29 January 1999: 1). In the end, 130,000 local workers, as well as even larger numbers of migrant workers, were laid off across the province (Dong 2002: 287), while in Zuoyun TVE employment declined by 10,000 between 1998 and 1999 (STN 1999: 602, 611, 2000: 669, 2001: 658). In south-west China, local populations were even more reliant on mining for employment. The head of the Liupanshui Coal Bureau (Guizhou) described his difficulties: ‘The government has its general policies, but for us on the ground [we] have to deal with the real problems of livelihood, local economy and job creation’ (CLB 2002d). Even where the miners were mostly migrants, as in Shanxi, many locals relied on the mines for their living, either directly or in ancillary industries. The dependence of local economies on the TVMs led to much passive – and sometimes violent – opposition. The ending of mining in Guangdong cost Meizhou alone almost 5 per cent of its GDP, while coal prices rose by 30 per cent, affecting downstream industries (Lin 2007: 41). Hence, in addition to the representations to Beijing made by coal owners, there were popular attempts to protect the mines, leading to widespread clashes with police and the use of tear gas (Dongfang guancha 2006).

Opposition from migrant workers mostly posed less of a problem than that from locals. As one miner in Shanxi said: ‘Migrant workers do not protest. They do not dare to. They know what the government is like’ (Financial Times 16 March 1999). The casual, basically year-by-year, nature of their employment meant that their contracts were simply terminated when they returned home for the New Year holiday, reducing the potential for social unrest (Interview 2004a). In 2008–9, it appears that governments had little to fear from migrant workers sent packing from their (non-coal mining, in that case) jobs (O’Brien 2009). Nevertheless, coal miners, mostly young men, have not always been docile, and the authorities remained cautious of the threat to local order posed by redundancies. In relatively developed Handan (Hebei), where small mine closures threatened many workers’ livelihoods, the police had to disperse 20,000 workers in illegal mines (He Xiangcun and Zhou Peizhi 1999: 24). While some packed their bags and returned home, others resorted to burglary and daylight robbery. A restaurant owner forced to hand over money at knifepoint reported that one of the gang was a miner from Sichuan who had earlier worked in local TVMs (ZMB 18 October 1998). In 2005, in Shaoguan (Guangdong), migrant workers from Hunan formed squads to protect their mines against closure, even threatening to cut the Beijing–Guangzhou railway line. The disturbances alarmed the central government, which sent a team to investigate (Dongfang guancha 2006).

The creation of alternative sources of employment in the mining or other sectors was therefore a crucial way of attempting to neutralize opposition. A major article reviewing the 1999–2001 initiative cited many examples, from producing construction materials through sheep-rearing to growing kiwi fruit (Da 2002: 8, 15). Nevertheless, no country has found it easy to generate other sources of employment in areas where mines have been closed, as the devastation of British mining villages shows very well (Beatty et al. 2007). In China, it was easier to fund and develop alternative employment in richer provinces, such as Jiangsu and Zhejiang, than it was inland (Andrews-Speed et al. 2003a: 521).

After 2005, the state took some account of lessons learned in the earlier period – for example, the waste involved in mine closures (ZMGN 2006: 455–6) – and policy was for a time characterized by more gradualism and caution. The government attempted to avoid any decline in GDP that might affect local officials’ performance indicators and, partly because the economic situation was different, put much less stress on reducing output and thence employment (Zheng Hua 2010: 33). In some areas it even aimed to increase total capacity, albeit from fewer mines (Sun Chunyan 2008a: 58). By the 2000s, economic factors also began to favour the government’s preferred option of reorganizing existing mines into larger enterprises and units, thus creating bigger bodies of resources in which mechanization would be more economic. For example, in Ningwu County (Shanxi), deposits close enough to the surface to be exploited by small mines were almost exhausted (ZMGN 2006: 455–6; Guo Baohou and Tang Runsheng 2008: 41).

Nevertheless, closures still damaged local economies. Shanxi was the only province whose GDP declined in the first half of 2009 (Shanxi ribao 16 November 2009: A1; Wenzhou shangbao 25 September 2009), and the loss of income and employment opportunities led to fears of social unrest. There were widespread welfare losses – of employment, water supplies, fuel supplies and direct subsidies (Li Weina 2010). In several areas, such as Xing County, TVMs had been paying annual amounts of up to 1000 yuan to each local resident, but these payments were not continued by the large SOEs that took over the mines (Xia 2010). Closures also had serious knock-on effects on all businesses in Gujiao City; the commercial economy of one township collapsed, with takings at local hotels falling by 80 per cent in 2009 (Nandu zhoukan 2009a, 2009c). Local revenues in Jiexiu County also collapsed in January 2009 because 80 per cent came from TVMs (Han Zhenguo 2009). Locals feared that, even if the mines reopened, higher levels of mechanization would reduce the available employment (Xia 2010). Employment opportunities dried up and in Xipo Township (Xiangning County) even the use of guanxi, bribes and other inducements could find only a few workers a place in the one remaining mine, operated at county level. The loss of employment led to workers migrating to Ningxia, Henan or Shaanxi in search of employment in mines (Li Weina 2010).

Closures also affected coal supplies for the local population. In Shanxi, the TVMs had provided as much as a ton per person per year in free coal to local residents, and the loss of that supply was greatly resented (Xia 2010). Even where supplies had not been free, a study of the impact of rising coal prices on the farming population in Bijie (Guizhou) showed how the closure of the small mines supplying local markets forced farmers to rely on the licensed mines. Coal prices rose from 120 to 350 yuan per ton, which cancelled out the benefits from the abolition of agricultural taxes (Kong et al. 2007: 58–9). Likewise, small-mine closures in Hequ (Shanxi) forced locals to cross the Yellow River to Shaanxi to buy coal at a price up to double that in the local market; the rising price of fuel forced many restaurants to close and the local bathhouse to double its prices (Song and Wang 2009: 26). Coal shortages also increased the pressure on timber resources (Xia 2010).

Because of these problems, the coal reform was immediately followed by large numbers of complaints and petitions by local residents to higher levels of government. Local officials feared that a new principle of distribution was being introduced – that is, distribution according to the amount of trouble you make (an nao fenpei) (Xia 2010). In Guizhou, disputes and riots occurred as farmers seized coal from mines, 3800 complaints were made to the local government between 2003 and 2005, timber was illegally and excessively harvested, and around 160 million yuan had to be paid in subsidies (Kong et al. 2007: 58–9). Similarly, in Shanxi, rural residents in places like Hongdong County attacked the mines and seized coal for themselves (Xia 2010).

Local Governments and Officials

Institutional Interests

The most important opposition came, however, from local governments and their officials, whose institutional and personal interests were threatened by mine closures. Particularly in 1999–2001 but also later, the stance of officials at township level and below varied from reluctant acquiescence through passive resistance to outright opposition. The tensions in the administrative system between specialist institutions responsible to the centre and local governments with broad responsibilities (tiao and kuai) made improving safety in TVMs particularly difficult (Guo Chaoxian 2008: 219).

An important reason for local government resistance to attempts to control TVMs was their dependence on those mines for revenue (ZMB 16 July 1998: 1). In order to maintain their revenues, local governments had encouraged the growth of mining, usually legal but sometimes not (ZMB 15 September 1994: 3, 27 August 1998: 4). Although their resistance led to accusations of ‘stressing particular benefits, and lacking an overall perspective’ (ZMB 23 May 1995: 3), this really reflected the chronic under-funding of local government. To this extent, the notorious nexus between local officials and coal mines has a structural basis in the inadequacies of central government policies, and should not be seen in the moralistic way it is portrayed in the Chinese press (Chen Mo 2005: 6).

Lower down the administrative hierarchy, dependence on coal increased and commitment by officials declined. There was strong commitment at the provincial level. Fubing Su (2004: 249) argues that the centre bought off the provincial governments in 1998 by devolving to them the property rights over the largest mines; and in Anhui devolution quickly resulted in increased emphasis on the coal industry (ZMB 27 August 1998: 4, 12 September 1998: 1, 10 December 1998: 3). Often, however, the losses then being made by the mines made provinces reluctant to take them (Rui 2005: 119).

Even if a future profits stream was expected for the province, there were few benefits for lower-level governments, where most opposition was concentrated. Even at the provincial level, Shanxi’s revenues fell in 1999 for the first time since 1986 (STN 2004: 13-1; Zhongguo shuiwu bao 17 August 2007). County-level governments were even more heavily dependent on coal: in Zuoyun, revenue fell by 20 per cent between 1998 and 2000 because of mine closures (STN 1999: 611, 2000: 681, 2001: 658). There was widespread reluctance to close the small mines at the key levels of township and village. This increased supervision costs for higher-level governments, which could not afford to investigate every single mine (MQG 1999b: 18; Sun Hongzhi et al. 2003: 44). In most counties, the Coal Bureau had to fund expenditure out of its own revenue, which was itself threatened by cuts in output. Sometimes it could afford neither a motor vehicle to travel to illegal mines nor the explosives with which to blow them up (Ding 1999: 63; Chang 1999: 15; Interview 2004a). Official publications encouraged cadres to subordinate sectional interests to the larger good (ZMB 30 March 1999: 1), but the Vice-Minister of the SETC admitted: ‘Because of the protectionist mindsets of officials at the county and town level, the campaign has produced few results in some areas during the past few months.’ He reported that some local leaders had been sacked for dishonestly attempting to undermine the policy (CD 13 May 1999). Temporary regulations in Sichuan indicated the strength of local opposition even within the Party, listing sanctions ranging from warnings to demotion and loss of position (MQG 1999c: 31).

Similar issues were prevalent in the late 2000s. In Shanxi, local officials, apart from the heads and those directly charged with maintaining work safety, were very lukewarm towards the proposed consolidations. The takeover of local mines by large SOEs meant that the tax revenues went to the province rather than staying at local level, and many therefore believed that local officials would find ways round the policy. On the other hand, counties were more willing to offload poor-quality or exhausted mines on higher levels, while coal-poor counties hoped that nationalization would bring about redistribution in their favour. The result was complex game-playing between county, city and province over control of the mines and therefore the revenues (Song and Wang 2009: 26–7).

Reports on the Shanxi coal reform talked of the ‘loss of blood’ by local authorities in most coal areas as a result of the closure of the mines. The formal and informal payments that had commonly been made by TVMs to local governments dried up. This led to widespread cessation of public works projects. Local governments began to incur deficits, and one township in Ningyang County had to borrow 300,000 yuan from the county government just to pay wages. It was not only income from mines that dried up but taxes from other activities that had been generated, for example, by visiting merchants who had come to buy coal (Li Weina 2010).

Local governments were also concerned over other public expenditures by the mines, such as those on schools, roads, irrigation, hospitals and disaster and poverty relief (Zhang Feng et al. 2010: 9). One local official complained: ‘With the private mines, if we told them to build a school, they had to build a school; if we told them to repair a road, they had to repair a road. But now the mines are controlled by the province, we cannot even get them to repair a public toilet’ (Tan Yifei 2009: 78). Moreover, local credit associations had often advanced funds to the mines, advances that were now in danger of becoming bad debts (Wang Xiuqiang 2010).

Desperate local authorities approached higher levels, such as the county, for help but received no reply. They demanded a place at the negotiating table when the mine amalgamations were discussed. However, although they could be useful in bringing to light such issues as tax evasion, often the SOEs and higher-level authorities preferred to talk directly to the coal owners. Xipo Township, for example, received no funds at all from the sale of the mines; any compensation was described as ‘in name only’. They had to resort to threats of social unrest: ‘We cannot prevent the local people blocking the roads, so you would have to ship your coal out by plane.’ But this was insufficient to overcome the power inequalities between the different levels of government (Li Weina 2010; Zhongguo xinwen wang 2011). Local governments therefore created a range of obstacles to the reorganization, such as demanding the payment of local fees, disputing the price offered, or saying that the restructured enterprise must employ local labour. Sometimes they even attempted to relax the policy’s provisions or timetable (ESJB 14 June 2010, 3 September 2010).

Officials’ individual interests were also threatened, even on an institutional level. Much of the success of the reforms in generating local development had earlier lain in the fact that economic, fiscal and political incentives pulled in similar directions: the main basis on which local cadres were judged was local economic growth (Whiting 2001: 21–3, 110–18; Edin 2003: 36; Guo Yuntao 2001: 298–9). By contrast, the ‘close the pits’ policy required a reduction in production, even if preferably without a corresponding decline in fiscal revenues or other indicators of local prosperity. Thus, local cadres had to implement policies that were basically congruent neither with their own immediate interests nor with those of their localities. Conflict among state policies often reduces the level of commitment to a particular initiative and is a more powerful constraint on state capacity than is inability to control local agents (Edin 2003: 51; Bernstein and Lü 2003: 245). Reflecting the conflicting messages from the state, the assumption of TVM growth was often written into the targets on the fulfilment of which the cadres’ careers depended; thus, the policy was doubly threatening (Tan 1999: 17). While there were similar problems in the late 2000s, the much more rigidly enforced targets for improving coal safety meant that the balance of the interests of local officials swung towards enforcement of the centre’s policies.

Corruption and Rent Extraction

The interests of local officials were, however, personal as well as institutional, and the notorious ‘official–coal mine collusion’ (guanmei goujie) mostly entailed corruption, through which local officials extracted rents from mining companies (Dai 2006: 9). While this phenomenon is mostly known in the Chinese literature as ‘rent seeking’, in Western theory it is closer to ‘rent extraction’, which is the term used here (see McChesney 1987, although – like most of the rent-seeking literature – he focuses on democratic capitalist societies, notably the US).

The proliferation of permissions needed to operate a mine and the complexity of procedures to acquire them created an equally wide range of opportunities for local officials to extract rents (Andrews-Speed et al. 2003b: 193–4; RR 20 January 2011). In the early 2000s, at a time when the state was attempting to streamline the process of approval for enterprises (Yang Dali 2004: 152–64), as many as nine licences were needed to operate a mine: the mining licence from the local Land Administration Bureau; a coal production licence and a safety permit from the Coal Safety Bureau; a business licence from the Bureau of Industry and Commerce; a mine manager certificate from the local Coal Bureau; a mine manager safety licence; a deputy manager’s safety licence; a production unit manager safety licence; and a coal business licence. One mine owner complained that he had to provide documentation one metre high to secure the necessary permits. TVMs also had to pass regular inspections from the local work safety organization, and obtain the agreement of the local health, environmental protection, police, labour, tax, price, audit, electric power, construction and transport authorities (Yan Ye 2009: 48; Han Zhenguo 2009; Sun Chunyan 2008b: 47; Wang Hongqiang and Zhang Hua 2006: 142). This provided many opportunities for rent extraction, and a mine owner in southern Shanxi complained that every local government department, except the Grain Bureau, would regularly come to the mine and expect entertainment and payments (Song and Wang 2009: 26).

Paradoxically, campaigns to close the TVMs increased the opportunities for corruption for local officials. In Zunyi (Guizhou), the TVM reform policy allowed local officials to use the vague requirement of a ‘reasonable production structure’ to extort bribes from coal owners (Zhongguo meijiao shuzi jiaoyi shichang 2007). A much larger example was the nationalization policy in Shanxi in 2009, which one article interpreted as being partly driven by officials attempting to create rentextraction opportunities (Jiang Ailin 2010a).

Some of the rents are extracted in the form of direct bribes from owners. The sums involved vary widely, depending on the size of the enterprises and the level of the officials involved. At the upper end, in 2005 the Shanxi authorities uncovered twenty-eight instances of bribery, such as when the head of the Coal Safety Bureau in Yu County took over 3 million yuan in bribes to protect one mine’s illegal production (Xinhua 2006). In the same province, the operator of an illegal mine estimated the bribes he had to pay to local officials at a minimum of 200,000 yuan (Zhongguo jingji shibao 11 July 2007: 2). In Henan, Bai Chungen, deputy chair of the Xuchang City Development and Reform Committee, worked honestly for twenty-nine years with little to show for it, but in eighteen months working in the Coal Mining Office he made over a million yuan. After receiving 150,000 yuan from the largest private mine owner, Bai told his subordinates to go easy on the safety inspection, as a result of which the owner’s mines passed the test, and Bai received another 300,000 yuan (Chenbao wang 2006). At the smaller end of the scale, the head of a township Economic Development Office in Sichuan was brought to task for holding extravagant banquets, at which he received 30,000 yuan in gifts in the space of two hours. A substantial part of this came from mine owners in return for turning a blind eye to safety regulations (Jiang Shaoyong 2006: 12).

More often, however, the officials acquired equity in the enterprises, sometimes through providing the necessary capital, at other times through offering the ‘services’ and ‘protection’ necessary for illegal operations – in other words, the ‘dividends’ were a form of bribery (MQG 2003b: 14). Such networks often came to light during investigations of accidents. At Mengnanzhuang (Xiaoyi City, Shanxi), the site of a major disaster in 2003, the largest investor was the head of the local Mining Bureau (Xinhua 2003; MQG 2003a). In Yulin (Shaanxi), a mine declared illegal continued to operate with investments ranging from 1 to 16 million yuan from senior officials in the Urban Development Bureau, the Mining Resources Bureau and the Agricultural Bank. The result was widespread environmental damage and an accident costing two lives (Wang Liang et al. 2010: 76).

Aggregate information on this topic is scarce, for obvious reasons. When the government tried in 2005 to force officials to divest themselves of holdings in TVMs, it found that 4578 officials (3002 in state institutions, including safety organizations, and 1576 in SOEs) registered total holdings of 653 million yuan, of which 473 million had been withdrawn. Those in the economic bureaucracy were most likely to have such holdings, but even senior officials in provincial educational bureaux had to declare whether they had any personal interests (personal communication, Nanjing, 2007). Although this sum is quite limited in relation to a total sales revenue just for the larger, legal TVMs of around 60 billion yuan in 2005 (ZXQN 2005: 152) or in relation to other estimates of rent creation in Chinese society, the government was under no illusion that it had uncovered all such investments (Hao Shengyun 2007: 157). Nor were all withdrawals real: a notorious case in Shanxi found that the head of the local Coal Bureau claimed to have withdrawn his holdings, but in reality he and his wife retained real control (Jing 2010: 54). Later, corrupt officials in Shanxi amassed over 30 billion yuan in illegal payments, almost a third of the total revenues of local governments in the province (RR 20 January 2011).

Most of those apprehended for corruption and rent-extracting activities have been lower-level officials, but in 2008 the head of the Henan Production Safety Bureau, Li Jiucheng, was arrested in one of the most high-profile cases involving officials at the departmental (ting) level. Li had been seen as a rising star in the coal safety world and was rumoured to be in line for promotion to Beijing. But his shady dealings and abrasive personality led to him being charged with accepting or extorting over 20 million yuan in bribes from various coal owners. The case dragged on for two years but in May 2010 he was sentenced to an indefinite term of imprisonment and lifelong loss of political rights (Xinhua 2010a). Later, over 2500 officials were arrested in Shanxi for corruption involving coal mining and trade, including some at department level and some senior SOE managers (RR 20 January 2011).

Indicators of Success or Failure

Given these constraints, has the capacity of the state been sufficient to achieve its aims? The identification of the specific, rather than general, aims is often complex. It is not enough to argue (as this chapter will argue) that the state fell considerably short of its official targets. The targets – and therefore, to some extent, the claims of success – may have represented in part ambit claims that the centre did not really expect local governments to deliver. Of course, nor should one equate the actual outcome with the state’s ‘real’ aim, of which no independent confirmation exists. So, one can examine the policy’s outcomes only in relation to general aims – of output reduction, pit closures and an improvement in safety – as well as specific targets. Broadly, the earlier policy in 1999–2001 had very limited success, but current indications are that there has been more success since 2005.

Official statistics claimed that the ‘close the pits’ policy succeeded in reducing TVM production from a peak of 615 million tons in 1996 to 264 million in 2001. Interviewees in Beijing, Shanxi and Guizhou in 2004 all claimed success for the policy, while pointing out that the emphasis had shifted from reducing output to structural adjustment (Interviews 2004a, 2004b, 2004c, 2004e). In light of the many previous, mostly unsuccessful, attempts to control the TVMs, however, there was scepticism from the start as to the likelihood of success, and industry observers questioned the output figures as early as spring 2000 (MQG 2000: 7). There is a long history in China of official figures claiming that targets have been met while the real situation is very different. The control by lower levels over information, a crucial problem for all planned systems (Ellman 1989: 34–41), meant that the centre found it difficult to verify claims that targets had been met. The career prospects and even jobs of local cadres depended on fulfilling targets for output reduction, so their reports inevitably proclaimed success.

Even at the time, the output figures were difficult to reconcile with other data. In the official coal balance figures, consumption for most years in the 1990s was some 50 million tons more than supply, but in 1999–2001 the gap increased to over 200 million (ZMGX 2006: 575). Moreover, despite apparently falling output, consumption of coal by electric power, metallurgy, chemicals and construction materials hardly declined at all (Yan Changle and Zhao Zhilin 2003: 133). Even greater discrepancies existed at the local level: officially reported output (most of which was from TVMs) in Zuoyun fell from around 12–13 million tons in the mid-1990s to under 4 million in 2001, but coal sales were maintained at 10–13 million tons (Chen Ying 2005: 196, 199).

Some of the discrepancies may be accounted for by a reduction in coal stocks, though in Shanxi the steep fall in stocks in 1997 had already restored them to a reasonable level (SJN 1998: 91). One other possible explanation centres on small-scale production of coal by farmers for their own use. Certainly, some coal never leaves the village and is not included in national statistics. Moreover, it is well known, albeit difficult to document, that such production continued after 1999 (Zhang Lianlian 2001: 66–7). China Central Television reporters certainly found many mines of this nature in remote areas in Shanxi in 2005 (CCTV 2005). And the closure of such mines in Guizhou in 2004–5 led to a major crisis in coal supplies for rural use (Kong et al. 2007: 59). The problem with this explanation, however, is that this output has never appeared in the statistics. What needs to be explained is the omission of 300 million tons of coal that had previously been included. By far the most likely explanation remains the concealment of output by cadres wishing to show that they were meeting their targets (Guo Yuntao 2003b: 39).

Nor were the output figures consistent with those for coal safety. Although reported TVM output fell steeply, a constant number of fatalities were recorded. Given that many of the smallest and least safe mines had been closed, such an outcome is unlikely, and indeed one observer estimated actual TVM output basically on the assumption that fatality rates were constant (Zheng Xingzhou 2002). Many Chinese observers therefore questioned the official figures, and suggested that actual output was up to 250 million tons higher (Guo Yuntao 2003b: 38; Yan Changle and Zhao Zhilin 2003: 141) and, after the 2004 Economic Census, the NBS produced two sets of retrospective output figures up to 400 million tons over what had been reported at the time (see Figure 5.1).
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Figure 5.1  Chinese coal output, 1992–2003

Note: The shaded area showing the difference between the two sets of output figures is an estimate of the amount of output originally under-reported.

Sources: ZTN 2005: 14-19, 2010: 14-23.

It would, perhaps, be wrong to conclude that the policy completely failed. Output did stop growing, even if it did not decline to meet the official targets. By reducing supply, the policy may have contributed to rising coal prices and to the renewed profitability of the SOE coal sector. One mine manager in Jiangsu argued that the policy had ‘saved the life’ of the province’s coal mines, enabling them to become profitable for the first time (Xinhua 2002d). On the other hand, changing market conditions were more important than policy in bringing about first the temporary halt in output growth and then the recovery of prices and profits (Interview 2004c).

There are similar issues with reports of mine closures. Several announcements stressed the closing of tens of thousands of small coal pits, so that the number of TVMs fell from 78,000 in 1997 to 23,000 in April 2002 (Da 2002: 12; Pan 2002a: 12). However, these figures overstate the policy’s success. First, some mines reported as closed had already ceased operations for economic reasons (Interview 2004e). Double counting was a major concern for the authorities, as counties and townships contravened the guidelines by including in their statistics ‘dead tigers’ – mines closed before 1997 (ZMB 10 April 1999: 1, 19 October 1999: 3). Second, the disappearance of a mine from the statistics often meant no more than that: it was no longer formally registered and did not report its output, but it may well have reopened as soon as the officials’ backs were turned or continued to operate illegally, often at night, concealed from officials’ eyes (CD 3 December 2004: 5). Illegal mines often came to public attention only after accidents. In 2002, 244 out of the 500 fatal mining accidents in Guizhou occurred in illegal mines (Guizhou nianjian 2003: 280).

It is impossible to quantify this phenomenon nationally, but it was certainly extremely common. Up to 2003 alone, little more than 2 per cent of the 2000 mines in Meizhou were fully licensed (Lin 2007: 41). Similarly, in 2005, there were an estimated 4000 unregistered or ‘black’ mines in Shanxi, and 1000 in Taiyuan alone, none of which was included in the official statistics for mines or for output (Zhonghua gongshang shibao 5 January 2007: 6; Zhongguo jingji shibao 11 July 2007: 2). A team investigating safety in Guizhou also reported that most of the TVMs under investigation ‘were closed for public purposes but operated in secret’ (Guowuyuan 2004b). Even in Tangshan (Hebei), a relatively developed area close to Beijing, although 94 mines were closed, 103 mines reopened. One mine was closed and reopened seven times in 1998–9 (ZMB 18 July 2000: 2; Li Rentang 2002: 14). Claims relating to closing mines therefore told, at most, only part of the truth. According to the provincial yearbook, Nayong County, a model for Guizhou, closed almost 400 mines in 1997, reducing the total number to 200. By 2001, only 88 mines were left, all with a capacity of over 30,000 tons (Guizhou nianjian 1998: 321, 1999: 301, 2002: 528). However, we then read that 1629 illegal mines were closed in the county in 2003 (Guizhou ribao 11 March 2004). That the issue has continued to concern the authorities was shown, for example, when Linfen (Shanxi) greatly increased the penalty for illegal mining in 2009 (Shanxi ribao 21 January 2009: A2).

Again, one should not assume that the state really expected to meet its official targets or conclude that the policy was a complete failure in this respect. When TVM output recovered, a greater proportion possibly came, in response to state agendas, from larger mines. Official figures suggest increasing scale: the number of enterprises fell more sharply than the number of workers or value added (ZXQN various years), with the smaller and less productive mines being most likely to be closed, or to find the transaction costs of remaining in legal operation too high. At the same time, the survival of larger and higher-productivity mines meant that value added per worker increased. The proportion of the smallest mines in total output declined: whereas 65 per cent of output came from mines producing under 300,000 tons a year in 1995, and of that 77 per cent from those under 30,000 tons (most TVMs were in the latter category), by 2001 the respective figures were 54 and 50 per cent (Huang Mengfu 2004: 422).

Improving China’s safety record by weeding out the most dangerous mines was the government’s third major aim in 1999–2001. Again, claims of success at local level are numerous: for example, Fuyuan County (Yunnan) reported in 2000 that there had been no fatalities since the implementation of the policy (Yan Shaoxi 2000: 48). On the other hand, more detailed reports revealed problems that should not have existed, had the policy been truly successful: for instance, in the early 2000s, many TVMs in Shuozhou (Shanxi) still had inadequate ventilation equipment (Liu Gen 2002: 51).

Chapter 7 analyses the safety trends in more detail. Briefly, the statistics can be read a number of ways. The rise and subsequent fall in the announced figures for the TVM death rate – from 7.3 per million tons in 1997, to 14.8 in 2001 and 9.6 in 2003 – probably resulted almost entirely from problems with the output figures (my recalculations show rates of 7.6, 5.8 and 6.3, for these years). However, even the revised figures show, after a brief improvement in 2000–1, a relapse in 2002–3 to a situation that was worse than the average for 1995–9. Although this seems to indicate that the policy was a failure, such a conclusion is somewhat counter-intuitive, if one believes any of the reports of the closure of the smallest mines and the concentration of production in larger units. Higher fatality rates may have resulted from excessive expansion of production in response to good market conditions in the early 2000s. On the other hand, the greater government emphasis on safety and increased press inquisitiveness made it more difficult to conceal accidents, so that the official figures covered a larger proportion of total deaths than in the 1990s and the real rate might not have risen (Interview 2004e). Nevertheless, it is difficult to believe that even the ‘real’ aims of the state were close to being satisfied when death rates remained so high. As Chapter 7 shows, a sustained and unambiguous improvement in safety began only from 2005–6, both in small mines and in the industry in general.

In the late 2000s, the state’s aims focused on mine amalgamations, an increase in the scale of operations and an improvement in safety. Again, success was claimed. The Shanxi government reported that over 90 per cent of mines had been restructured successfully, and in late 2010 the policy was being extended to Henan and Inner Mongolia (ESJB 14 June 2010; Zhongguo nengyuan bao 17 March 2010). At the local level, even by 2007 most TVMs in Linfen City were reported to have been taken over by SOEs (Sun Chunyan 2008a: 56). Other observers were much more sceptical, arguing that many of the contracts for restructuring were no more than statements of intent, and putting the level of success much lower – in a half or two-thirds of mines the transfer of ownership had been in form only (ESJB 3 September 2010; Shidai zhoubao 28 October 2010). It was an open secret that when SOEs and local governments were unable to pay the agreed compensation, they turned a blind eye to the owners continuing production and allowed them to cover their losses in that way (Xia 2010).

Many of the earlier problems still existed. In retrospect, the state claimed to have closed 2157 mines in 2005, 3774 in 2006, 5244 in 2007 and 1054 in 2008, a total of 12,229, taking 300 million tons of capacity out of the system (Han Zhenguo 2009). However, earlier claims were often higher: in January 2006, the NDRC explicitly questioned a SAWS claim that 5290 pits had been closed in the previous year, putting the real figure at just 2157 (CD 16 January 2006). Furthermore, closures were running behind the targets, which had been 8000 for 2005 alone (Sun Chunyan 2008b: 47). It was still difficult to close mines. From September 2008, the authorities closed the Xinhua No. 4 mine in Pingdingshan (Henan) as it was smaller than the minimum approved size, but local miners reported that it continued to operate, with 300 of them working there until a major disaster occurred in 2009 (Dongfang wang 2009a). In mid-2009 another report bemoaned ‘false’ mine closures, where nothing happened except cessation of production, making it easy to reopen a mine whenever an opportunity presented itself (Diyi caijing ribao 18 September 2009).

At the same time, other mines were opening, and in Qujing (Yunnan) the number of mines operating specifically with all six permits rose from 487 in 2004 to 500 in 2008 (Yunnan meikuang 2005; Qujing shi 2008). Official figures also failed to take account of many illegal operations and even the provincial government estimated that there were 5000 illegal mines in Shanxi in 2006 (and just 4200 legal ones) (SJN 2007: 152). Some illegal mines employ just 10 workers, although the average is 30–50, and some employ up to 300 (Zhongguo jingji shibao 11 July 2007: 2). Moreover, just as in the earlier period, many of the mines that had been closed reopened illegally when coal prices made it profitable to do so (Pan 2009a: 64). Shanxi closed 4876 illegal mines in 2005, and the following year closed 3500 that had been reopened or newly discovered (Zhongguo gongye bao 27 March 2007: A1). Even in 2011, press articles highlighted the dangers of mines that had been closed reopening illegally (Xinhua 2011).

The state also claimed that the average capacity of the mines was increasing – nationally from 32,000 to 60,000 tons between 2005 and 2007, according to Zhao Tiechui (2008), the head of the SAWS, and in Shanxi from 23,000 to over 100,000 tons between 2000 and 2005 (SJN 2006: 202). Figure 5.2 shows official figures for the declining role of mines producing less than 30,000 tons. The speed of the declines in the size and share of small-mine output is likely to have been exaggerated because of under-reporting and omission of the output of illegal mines. There also remains a major question as to whether reports of amalgamations into larger units reflected the actual situation, or were merely fictions designed to appease the policy-makers. For example, a study from Yunnan said that, while several small mines amalgamated in order to meet the government criteria for continuing operation, in practice the individual mines remained at the stage of traditional handicraft operation, with each owner pursuing his own interests regardless of those of the company as a whole (Renmin yinhang 2008: 156). There were similar rumours in the case of Shanxi. Nevertheless, while the claims in 2000 were clearly not consistent with the figures for mine fatalities, there is less inconsistency in the late 2000s, and the fatality figures point in the same direction as those for small-mine output.
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Figure 5.2  Coal production from mines producing less than 30,000 tons a year, 1991–2008

Notes: These figures are not corrected for the 1999–2003 under-reporting of output, as there is no evidence on which to attribute a proportion of the under-reporting to mines producing less than 30,000 tons (though that proportion is likely to have been high). There is no output figure for 2007; the 2007 figure in the series for the share of small mines is interpolated.

Sources: ZMGX 2006: 24–30; ZMGN 2005: 107, 111, 2006: 77, 80, 2008: 244, 248.

Conclusion

The history of the state’s attempts to control the TVMs offers a good illustration of the barriers to and shortcomings of state capacity, most importantly the difficulties the central government had in imposing policies on localities that were inimical to their interests. Thus, the 1999–2001 ‘close the pits’ policy was at best only a partial success: output cuts and mine closures were certainly much less than the state’s targets or claims, while safety improved only a little, at best. On the other hand, the safety and other figures suggest that that second round has had more success than its predecessor, implying a gradual increase in the state’s regulatory capacity.


1  Except where specifically indicated, the ‘state’ referred to in this chapter is the central state.



Part IV

The Fate of Coal Miners in China’s Changing Economy


6    Low Wages and Poor Job Security?

Introduction

Amid what has been a great success story overall, China’s workers are often seen as at least relative losers since the onset of economic reform. According to Marc Blecher (2006: 405–6), they lost their previous secure employment, while their relative wages were bid down by the massive reserve of rural labour. He concludes: ‘China’s workers have lost their world.’ The story of China’s coal miners gives considerable support for that view but also suggests that not all have been losers at all times.

Two key trends have contributed to the erosion of the position of the urban working class, which had been a privileged group in the planned economy. First, the market for industrial labour was increasingly opened to cheap labour from rural areas. In addition to the use of rural labour by TVEs, which had the potential to compete with the SOE products and thence workers, urban SOEs hired rural labour on a contract basis, generally with lower wages and poorer conditions than the established workforce. For the first fifteen years of reform, the impact of these changes on urban workers was limited, as the SOEs continued to operate largely according to the principles of the old planned economy. Nevertheless, even during this period many of the benefits of China’s economic growth went to new workers and the potential threat to the established working class was clear.

The second, later trend was the extension of economic reform into the SOEs, which began from the early 1990s and gathered momentum with Zhu Rongji’s reform programme from 1997. In most SOEs this reform included the laying off of substantial numbers of workers and, ideally, their gradual redeployment to other jobs. It brought a clear end to the earlier period of ‘reform without losers’, as well as to the Communist Party’s commitment to the working class.

All of these processes can be seen in operation in the case of the coal industry. The growing TVE sector was staffed almost exclusively by rural labour, some local, some migrant, while the SOEs also increasingly relied on cheaper rural workers, especially for the hard and dangerous job of actually cutting the coal. The consequent erosion of the wages and conditions of the established workforce impelled those who could to quit the industry, which of course increased the need to hire new rural labour. Later, the degree of over-staffing in coal mining and thence the need to shed workers in a more market-oriented environment were greater than in other industries because mining enterprises often operated in areas away from major urban centres – or in urban centres heavily dependent on coal – so their social burdens and functions were greater, too. At the same time, the relative remoteness of the enterprises meant that it was even more difficult to redeploy laid-off mining workers into other types of employment. One laid-off miner grumbled: ‘It is now fifty years since the establishment of the PRC and even survival has become a big problem for us workers. The position of the working class as the masters of the country is mere rhetoric, without reality’ (Wang Chunyan 2003: 11). There was a feeling that miners had sacrificed their youths for their country in a dangerous work environment and were now being betrayed. Thus, China’s SOE coal miners went through a very difficult period, particularly during the 1990s, though they were later able to enjoy some of the benefits of the coal boom of the 2000s.

This chapter will analyse three key issues: the role of rural workers; the downsizing of the industry through the programme of lay-offs in the late 1990s and early 2000s; and the trajectory of coal mining wages and their influence on labour supply. Work safety issues will be dealt with in Chapters 7 and 8.

Rural Workers

The massive inflow of rural workers (nongmingong) into urban employment has been one of the major stories in China under reform, and the coal industry has been no exception to this trend. There is a degree of ambiguity in the definition of migrant or rural worker. Essentially, the term indicates someone with a rural household registration, and can encompass not only those from other counties or provinces but workers from nearby rural areas seeking to work in an urban enterprise. Moreover, in most cases, at least until recently, it indicated someone employed on a more temporary contract than regular workers. The ambition of rural workers was generally to become regular workers, with the privileges of the regular workforce and ideally with urban registration (ZMB 19 September 2007: 4). These ambitions are reflected in two major policy initiatives aimed at improving the lot of these workers: first, the provision of more secure ongoing contracts and the inclusion of rural workers in social security schemes; second, and more ambitiously and over a longer period, the upgrading of their registration to that of regular urban residents (Guowuyuan 2006).

Even before 1978, although coal miners earned the highest wages among industrial workers, the industry was unable to recruit labour from cities, so it was forced to employ workers with low levels of education from remote and poor rural areas (Qian 2005: 70). At that time, however, such workers were generally granted regular contracts and urban registration. The coal industry’s reliance on temporary rural labour can be dated back at least to the 1980s: medium-sized enterprises, for example in Baoji (Shaanxi), relied heavily on rural migrants from the beginning of the reforms (Zhou Jian 2004: 22). In Zhejiang from 1982, the Changxing mine recruited 500 rural workers a year for five years as its core mining labour force; of these, 5 per cent who exhibited technical and leadership qualities were given urban residence (ZMZ 1999a: 232). At Liupanshui (Guizhou) the proportion of temporary rural workers in the coal face labour force increased from 20 to over 60 per cent between 1981 and 1985 (Liupanshui shi 2000: 355). From 1984, the state ceased to fund a wage bill irrespective of the level of production and so increased pressure on enterprises to reduce their wage bills (Qian 2005: 70). At the same time, it gave enterprises much more flexibility in hiring practices, removing most of the restrictions on hiring short-term rural labour. This helped absorb surplus labour in the countryside, while meeting the industry’s need for a young coal face workforce (ZMB 12 March 2008: 3). In fact, poor conditions, high risk, high work intensity but low return from coal mining work all resulted in young men in mining areas seldom being willing to take up the job, forcing enterprises to go to distant poor areas to recruit labour (ZMJYH 2003: 17).

By the 1990s and 2000s, rural workers made up a substantial proportion of the total coal mine workforce – according to surveys in 2001 and 2006, about 49 per cent of the total and, despite a Ministry of Coal limit of 60 per cent, up to 90 per cent of the workers actually cutting the coal (Table 6.1; also ZMJYH 2003: 17; Pan 2004b: 6). If TVM workers were fully counted, the proportion would certainly be higher.

Table 6.1  Rural workers in the coal industry








	Type of enterprise
	Overall % of rural workers in labour force
	% of rural workers in 106 surveyed enterprises



	Key SOE
	18
	11


	Local SOE
	47
	35


	TVM
	90
	73






Source: SAWS 2006: 2.


Note: Survey of 106 enterprises: 18 key SOEs, 33 local SOEs and 55 TVMs.


Rural labourers played a major role even in the large SOEs. Estimates range quite widely from a low of 10 per cent of all workers and 20 per cent of underground workers up to as much as 80 per cent of the underground workforce; most rural workers worked underground, cutting the coal (Shanxi ribao 6 July 2005: 1; RR 15 June 2005; ZMGN 2006: 184). Reporting was not always consistent, as mine managers’ definitions of rural migrant workers varied: the broader definition included any workers with a rural registration, while some managers argued that their mine did not have any rural labourers because they defined the term more narrowly, limiting it only to those with temporary contracts. Nevertheless, most reports on individual mines estimate rural workers at between one- and two-thirds of the labour force. At one mine in Jixi (Heilongjiang), 36 per cent of the 3000 underground workers had rural registration (ZMB 19 September 2007: 4). In two mines in Baoji, just under half of the workers were rural, but nearly all of them worked underground extracting the coal, so they made a vital contribution to the enterprises’ operations (Zhou Jian 2004: 22). At the Lüzhuang mine (Henan) there were around 600 rural workers, two-thirds of the total workforce (Pingdingshan ribao 16 December 2006: 2). In Fujian, the proportion was even higher: since the beginning of reform practically all the mining workforce of 6000 in the Fujian Coal Combine had come to be rural labourers, and they were indispensable to the operations of the mines (ZMB 12 March 2008: 3).

The employment of rural labour offered flexibility and in many non-state mines, as well as some state mines, rural workers were recruited through the contract labour system, whereby the mine owner had no direct relationship with the workers, who were recruited and managed by labour contractors. This assured the mine owners of a plentiful supply of rural labour without the responsibilities of labour management (SAWS 2005: 19; Caijing shibao 22 August 2005: A2). In this the mine owners were using an institution that had been almost universal in the coal industry in the early twentieth century (Wright 1981).

Rural workers made up virtually all of the TVM workforce. In the 1990s, 98 per cent of the workers in Shandong TVMs had rural registration; 70 per cent originated in the same county as the mine, 25 per cent came from other counties within the province, and 5 per cent were migrants from other provinces (Ye and Zhang 1998: 158–9). Given that Shandong was a relatively developed province, the high proportion of locals is perhaps somewhat surprising. The proportion of migrants was higher in Shanxi: over half the contract labourers that made up the backbone of the TVM labour force came from other provinces (Guo Qin’an and Wu Dechun 1991: 161–2). In the 2000s, over half the rural workers in Shanxi and the wealthier provinces to the east came from other provinces, though in the poorer western provinces the majority – more than 80 per cent – were local (SAWS 2006: 3). In Lüliang (Shanxi) as late as 2005, workers in even the smallest mines, those producing only around 50 tons a day, came from as far away as Hunan, Hubei, Shaanxi, Sichuan and Jiangsu (CCTV 2005).

Even though rural labour was cheap, it had some disadvantages for the enterprises. Employer and government sources frequently decried the rural workers for their lack of skills and low levels of education and training. In 2004, over 90 per cent of the rural workers directly employed by twelve large SOEs were educated only to lower middle school or below, as were around 85 per cent of those hired through contractors (SAWS 2005: 19). At the Nantong mine (Chongqing), the proportion was even higher – 3089 of 3148 workers (Jingli ribao 20 March 2007: C03). Such a situation is not necessarily static, however, and Jixi, for example, managed to raise the level of education of their recruits, more or less removing illiteracy from their ranks (ZMB 19 September 2007: 4).

Moreover, even into the 2000s, the migrant workforce was not stable and still exhibited some of the seasonality that characterizes new labour. Two-thirds of the rural workers at Nantong requested time off to help with the rice harvest at home (Jingli ribao 20 March 2007: C03). Even at the height of the serious shortage of electricity in the mid-2000s, rural workers left mines to help with the harvest, causing a sharp decline in production (Gongren ribao 31 October 2004). Strong demand for labour from other types of TVE and from other licensed and unlicensed small mines meant also that longer-term labour turnover was high – up to 30 per cent a year in Shandong TVMs (Chen Shikun 2006: 183; Ye and Zhang 1998: 159). Almost two-thirds of the 840 rural workers recruited by a mine in Henan in 2009 had left the mine by the end of the year (Zhao Tiewei and Yao Dongzhou 2010: 47). Some mines responded by raising wages, so that it was no longer worth workers taking time off. Jixi reported success with such a strategy and succeeded in recruiting a more stable labour force (ZMB 19 September 2007: 4).

This mass of rural labour in both the TVMs and the SOEs generally worked for low wages in poor conditions. They worked for longer hours than the law stipulated: in Huaibei (Anhui), often twelve–fourteen hours per day rather than eight (Guo Jing et al. 2007: 67). On the whole, they were paid less than regular workers, with sometimes a further distinction between local and migrant rural workers. Even where wages were similar, other conditions discriminated against rural workers, particularly those who had migrated from elsewhere. The fact that they were from poor rural areas was also used as an excuse by mining companies to pay less than full compensation in cases of fatalities. While 200,000 yuan was the norm from the mid-2000s, the families of migrant workers often received only 20,000–50,000 (Caijing shibao 22 August 2005: A2).

Rural workers were also vulnerable to any attempts to reduce the size of the labour force. More than 200 were dismissed by the Xingtai mine (Hebei) in the early 1990s; some had worked there for twenty years. Many had been injured at work and were unable to make a living from agriculture; one had broken his left arm in a fall in 1993 but was sent home with just a few thousand dollars in compensation in 1995. He and other workers petitioned the authorities over many years to force the mine to pay proper remuneration and compensation, but with little result (Zhang Jun and Guo Shiping 2010).

Nevertheless, it would be wrong to conclude that the rural workers were necessarily among the losers from economic reform. Within the range of options open to them, rural workers saw work in coal mines, particularly SOEs, as a desirable occupational choice that offered a relatively stable income. Apart from the fear of accidents and a feeling that the pressure of work was too high, many rural workers were happy with their choice and relatively content with their lot. A miner from Sichuan, interviewed in 2010, said that many of his fellow provincials had moved to Shanxi over the previous ten years to make their fortunes. For most of the period, they earned a good income and suffered no accidents. After the mines were closed in the 2009 reorganization, this miner decided to stay on in Shanxi in the hope of getting another job in the coal industry; in the meantime, he was working as a sanitation worker (ESJB 2 February 2010).

When asked why they had decided to become a miner, 36 per cent of rural workers in coal mines replied, ‘to support my family’; 43 per cent said, ‘to earn more money and improve our lives’; 11 per cent answered, ‘in an SOE an individual can develop a future’; and 10 per cent said, ‘to earn money so that my children can get an education’ (ZMB 21 September 2007: 7). Work in mines could bring in a substantial premium: in the late 2000s, of migrants from one village in Shaanxi, those who worked in coal mines earned around 3,000–4,000 yuan per month – more than twice what they might make in construction and three to four times what they might earn in services (Li Jin 2010: 338). One worker in Heilongjiang used to earn an income of 360 yuan per month from agriculture – insufficient for him to marry or set up a household. After five years’ work in a mine, he was earning 2600 yuan per month, enabling him to marry and build a new home. Similarly, a miner in a relatively remote non-state mine in Shanxi explained that the maximum daily income he could earn at home in Gansu was approximately 10 yuan, but his daily earnings in the mine were at least 100 yuan (Nandu zhoukan 2009c). Even in the smallest mines, migrants could earn far more than they could at home: in Lüliang, they were earning 4000 yuan a month or more in 2005 (CCTV 2005).

The lack of alternatives was, however, crucial: 93 per cent said they would not work in a mine if there were other options. In 39 per cent of cases, the family opposed the miner’s decision to work in a mine because of safety concerns. For almost half of the miners themselves, the main concern was poor safety (ZMB 21 September 2007: 7).

Whether because of government policy or because of a looming shortage of labour, the situation of rural workers seems to have improved in the 2000s. By 2007, almost 99 per cent of the rural mining workers surveyed were insured against accidents, and all of them had proper employment contracts. Some were being promoted into responsible positions or even selected as Party members. Increasingly, rural workers are offered formal contracts along similar lines to regular workers: the deputy Party secretary at Jixi said that all workers, whether regular or rural, were treated the same and had the same contracts; one had to consult the files to find out who had rural registration (ZMB 19 September 2007: 4). Similarly, both workers and cadres at the Lüzhuang mine said there was no longer any distinction in treatment between rural and regular workers (Pingdingshan ribao 16 December 2006: 2). Yet, there must be considerable doubt as to how general these changes are, and it will probably take a long time to address all the structural disadvantages suffered by rural workers.

Lay-Offs in the Coal Industry

As was outlined in the introduction, a major reason why many observers have seen China’s workers as losers in the transition to capitalism was the massive round of redundancies in the SOE sector in the late 1990s, which deprived many workers of what had been secure and relatively well-paid jobs, and created a large new group of urban poor. Coal miners could not avoid being part of this story.

Overall, employment in the industry declined steeply in the context of SOE reform during the late 1990s and early 2000s. The number of workers employed in coal SOEs fell by 25 per cent between 1996 and 2001, though some of this may have been the result of the omission of laid-off workers from the statistics after 1998. Employment in key SOEs fell a little more slowly, but still by 25 per cent between 1996 and 2004 (ZMGX 2006: 516–17; Holz and Lin 2001a: 52). As with similar processes elsewhere, the reduction in the labour force consisted of a number of different components. About half of the decline represented retirements from old age or sickness. Others were removed by cancelling contracts, or transferred to service enterprises – between 1993 and 1996, 440,000 mine workers were transferred to non-mining activities (Liu Chuangeng 2001b: 206). A minority left willingly to seek employment elsewhere: a report on the Haibowan mine (Inner Mongolia) said that 36 per cent of laid-off workers left voluntarily, but added that they were impelled to do so by the perilous financial position of the enterprise, which had been unable to pay their wages. Some had already ceased to be regular employees and were engaging in business elsewhere; others were on a form of long-term sick leave (Liu Shuangning and Ren Cunzhu 2000: 89, 90). But many, perhaps most, cases involved involuntary lay-offs (see below).

Workers were laid off and their numbers reduced both by ongoing enterprises seeking to reduce the size of their workforce and by enterprises going bankrupt and either ceasing operations or resuming them with a much smaller workforce. Even in the 1980s many believed that coal SOEs, like other SOEs, were over-staffed. From 1992, mining enterprises were told to adjust their workforce according to their level of output, and from the next year they started trimming the number of their workers. This process was greatly accelerated after the Fifteenth Party Congress in September 1997 (Liu Chuangeng 2001c: 5, 7). The redundancies were partly a response to the increasing marketization of the enterprises’ environment and were partly also a political phenomenon, whereby managers in some enterprises were given quotas for the number of workers they were to lay off (Solinger 2002a: 391–3; Hurst 2009: 2–6).

From the late 1990s, hastened by the Fifteenth Congress, the state also began to allow mines that were unavoidably loss-making or had exhausted their resources to declare bankruptcy, close and lay off their workers (Liu Chuangeng 2001c: 7). For example, in 1998, twelve mines in Guangdong were closed, throwing 12,055 workers out of employment (Wang Guiliang and Zhang Pengfa 2000: 15). Between 1999 and 2003, fifteen mines in Heilongjiang officially declared bankruptcy, affecting 130,000 workers (Zhongguo xinwen wang 2003). In China, as in the West, bankruptcy was, however, often a means of resuming trading with a much smaller workforce. The situation of the relatively small Yiluo SOE mine (Henan), taken over from 1979 by the larger Yima Mining Bureau, illustrates how workers could lose out. Over a long period, during which the mine made a series of losses, Yiluo reduced its workforce from around 7500 at the beginning of the 1990s to just under 6000 in 2000, when it more or less closed down its operations, and workers were forced to take ‘vacations’. Average wages fell by more than 50 per cent in 1998, and continued to decline, though unevenly. The mine declared bankruptcy in 2001 but reopened in a new form in 2002: the workforce was more than halved and ended up at just over 2000 in the mid-2000s, though output recovered to the levels of the late 1990s (slightly below the peak reached in the 1980s and early 1990s). Many of the previous workforce took early retirement (590 workers), had their contracts cancelled so they had to return to their villages (890), were transferred to other positions (450) or had to find their own livelihoods (1900). While the settlement included such concessions as making up twenty months of unpaid wages, large numbers of workers lost out, though those who retained their jobs were to enjoy higher incomes. Over the whole period during which the bankruptcy proceedings continued, there were daily disputes over compensation between the workers and the company, sometimes involving noisy demonstrations that surrounded the leaders (Li Jianshu 2008: 4, 237–9, 285, 522).

It is impossible to estimate with any confidence how many laid-off workers there were (Solinger 2001), and the figures used here can be taken as indicative, at best. As early as 1997, some sources estimated lay-offs from SOE coal mines at half a million (Chen Li 1997: 10). Although reporting categories were not always consistent, the official figures for laid-off workers in coal mining (see Table 6.2) show steady growth through the 1990s and then a sharp jump in 2000, when another 300,000 workers were added to the total – 130,000 from mines cutting back on their staff and 170,000 from mines that had closed or gone bankrupt (Liu Chuangeng 2001b: 206). Around a fifth of the 2.8 million workforce in key coal SOEs in the early 2000s were laid-off workers, and a similar number beyond that also surplus to requirements (Wang Chunyan 2003: 11; ZMJYH 2003: 13, 15). Numbers of laid-off workers declined from 2000 but remained high for several years. For example, by late 2003, 70,000 workers from thirteen bankrupt mines in Liaoning had failed to find re-employment, as had 103,000 of the 120,000 laid-off workers in four major mines in Heilongjiang. Low levels of re-employment can also be found in Fengfeng and Handan (Hebei), Tongchuan (Shaanxi) and Haibowan (ZMB 26 August 2003; Wang Chunyan 2003: 11).


Table 6.2  Number of laid-off workers in key SOE mines, 1995–2006







	Year
	Number of laid-off workers (thousands)



	1995
	142


	1996
	212


	1997
	274


	1998
	354


	1999
	401


	2000
	831


	2001
	663


	2002
	470


	2003
	378


	2004
	329


	2006
	270






Sources: Liu Chuangeng 2001c: 6; ZMGN 2001: 47, 2002: 18, 2003: 24, 2004: 95, 2005: 260, 2006: 184.


Note: The ZMGN figures are for total number of workers minus on-post workers.


The geographical distribution of laid-off workers in coal mining was heavily concentrated in the ‘rustbelt’ of north-east China, with Heilongjiang having almost three times more than any other province, and Liaoning and Jilin the next two largest numbers (see Figure 6.1). The distribution was similar to, but more extreme than, the distribution of laid-off workers as a whole: in both cases, Heilongjiang and Liaoning had the largest numbers but in coal mining those two provinces made up almost 40 per cent of the total, against 23 per cent among all the laid off (ZLTN 2005: 162). Laid-off staff accounted for 60 per cent of workers at Fushun (Liaoning), which had been China’s largest mine in the 1930s. Many of the mines in Jilin were no longer economically viable, so there was a substantial number of lay-offs in that province as well (Zhao Yanying and Zhang Shenli 2000: 6). Even in other regions, such as Jiangxi, laid-off workers made up 50 per cent of the workforce (Wang Chunyan 2003: 11).
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Figure 6.1  Geographical distribution of laid-off coal workers, 1999

Source: Liu Chuangeng 2001c: 7.

In many ways, in coal as in other industries, the types of worker laid off were the most vulnerable and the least able to find re-employment. The ages of laid-off workers were heavily concentrated in the over-thirty-five group, but many employers were not taking on workers over that age. Their educational level tended to be low, partly because they were victims of the disruption during the Cultural Revolution; they were thus part of a lost generation. Finally, women made up a much higher proportion of laid-off workers than they did in the total workforce (for Jilin, see Zhao Yanying and Zhang Shenli 2000: 6–7).

As with the programmes of lay-offs in general, the preferred outcome from the point of view of the state and the enterprise was the re-employment of laid-off workers, and one of the main ways enterprises tried to organize this was by trying to diversify their activities into ‘non-coal’ production and to transfer workers, though often against their wishes, into those subsidiary units. Indeed, up to the late 1990s, this was by far the most common way of trying to reduce core staffing levels. While there were other reasons for diversification – enterprises as well as workers were threatened by the potential exhaustion of coal resources – one important aim of setting up subsidiary operations in non-coal production was to absorb surplus labour. For example, 40 per cent of workers in key SOEs in Jiangxi were transferred to non-coal production, easing the problem of redundancy (Qian and Wang 2002: 57). Unfortunately, many of the new units operated at low levels of efficiency, on a small scale and with backward technology (Pan and Ding 2002: 24). Moreover, precisely because they were designed to absorb surplus labour, in the end these units were often seriously over-staffed themselves (Liu Chuangeng 2001b: 206). When the process of lay-offs intensified in the late 1990s, these non-coal units often had a higher proportion of laid-off workers among their employees than did the coal mining operations themselves. In 2001, laid-off workers made up 84 per cent of workers in collective non-coal enterprises set up at Pingdingshan (Henan) (Pan and Ding 2002: 24). A study of nine major SOEs found that laid-off workers constituted 66 per cent of the 250,000 workers in collective subsidiaries, and at Fushun the proportion was 86 per cent (Wang Chunyan 2003: 11). Coal mines probably had greater difficulties than other urban industries in finding alternative employment for their laid-off workers. Many mines were in remote regions, where often the town existed only on the basis of the mine (Zhao Yanying and Zhang Shenli 2000: 7). In remote Jalainur (Inner Mongolia) the chair of the union encouraged the establishment of enterprises such as dairy cattle, pig-rearing, meat processing and the growing of medicinal herbs in order to absorb laid-off workers, though it is difficult to believe these offered incomes equivalent to what the workers had previously enjoyed (Lin and Wang 2004: 35).

Where the workers were unable to find re-employment, they suffered a steep decline in income. A survey of fifty-five enterprises in 2001 showed that laid-off workers were paid only about 20–30 per cent as much as workers currently employed and only about half as much as retired workers (ZMJYH 2003: 18). The state and the enterprises were supposed still to provide basic living support for those who could not manage. But, as elsewhere, this support was insufficient, with the ‘basic living allowance’ often being set far below the already inadequate 280 yuan per month reported for Wuhan (Solinger 2002a: 398). Although living costs were no doubt lower in Manzhouli (Inner Mongolia) than in Wuhan, the payments there amounted to only 130 yuan, and at the nearby Jalainur coal mine, where 7000–8000 workers were laid off, only 100 yuan. This left hundreds of households below the minimum guaranteed urban standard of living (Wei 2002: 86).

There is every reason to believe that the majority of laid-off workers in coal mining as in other industries were laid off involuntarily (Solinger 2002b: 306–7), and that many regarded the process as a betrayal, believing that the household savings they had built up through economizing on daily necessities over the years before 1995 were being gradually torn away from them (Liu Shuangning and Ren Cunzhu 2000: 91). Workers were criticized in the press for old-fashioned thought prioritizing employment in state or collective enterprises and looking down on selfemployment or employment in private enterprises. Not surprisingly, these attitudes were strongest among the older and less educated workers, while those under thirty with middle-school education or better were more prepared to seek other forms of employment (even in the latter groups, however, around half still looked for employment within the original unit). Nevertheless, it was recognized that in some of the coal mining cities alternative employment opportunities was limited (Zhao Yanying and Zhang Shenli 2000: 6–7; Solinger 2002a: 379–81; Pan and Ding 2002: 25).

Resentment at the process made workers reluctant to sign contracts that recognized their situation as laid-off workers: only 637 of 4923 workers laid off at one mine in Sichuan were willing to sign such contracts. Miners saw themselves as falling behind their fellow workers, especially in downstream industries (Wang Chunyan 2003: 11–12). In some areas miners also took collective action. As early as November 1994, 600 retired workers at Niuxintai (Liaoning) demonstrated in support of demands for food and wages. The central government instructed the province to deal with the problem in such a way as to prevent the workers taking their grievances to Beijing (ZMZ 2003: 69). Miners in Benxi (Liaoning) protested in 2000 and demanded basic subsistence support (Hurst 2009: 113). Collective enterprise workers at Fushun demonstrated on three days in March 2002, demanding equal treatment with workers in the SOE. In the same month, around 1000 workers at Xuangang (Shanxi) circulated handbills and blocked railway transport to show their dissatisfaction at enterprise restructuring (Wang Chunyan 2003: 12). Nevertheless, because of the constraints on labour organization (Friedman and Lee 2010: 517–23), these protests had limited impact.

In the mid-2000s, the category ‘laid-off’ largely disappeared. It is unclear what happened to the laid-off coal miners when the industry started to boom around that time. Some were no doubt re-employed by new or expanding enterprises, but in general employment growth in SOE mines was very limited in comparison with the growth of output, so it is unlikely that this was the case for many of them. Nevertheless, the rapid growth of the industry meant that, for the time being at least, the large-scale lay-offs of the late 1990s and early 2000s did not continue. As suggested in Chapters 4 and 5, however, government policies to close small mines in the late 1990s and again in the late 2000s deprived large numbers of miners of their livelihoods, but these were rural workers, often migrants, and their plight provoked less concern and publicity than did that of the urban SOE workers.

Coal Mining Wages

A second perspective on the decline of the position of China’s workers points to wage levels. Although the real wages of employed workers have increased very substantially during the reform and capitalist periods, their position relative to other groups in society, such as managers, entrepreneurs and even intellectuals, has declined, as the value of their labour has been bid down by rural workers. Moreover, the phenomenon of wages owed but not paid was common in many sectors throughout much of the two periods. For coal miners, there was the additional concern that their relative position within the industrial working class was likewise being eroded and they lost their place among the highest earners.

During the reform and capitalist periods, miners, along with other workers, have enjoyed steadily – and, more recently, rapidly – rising real wages. There are no long-term series covering all coal miners, but there is a series for mining workers; the majority of mining workers work in the coal industry and, where figures for both groups exist, coal mining wages are similar to, though slightly below, those for mining as a whole. Figure 6.2 shows the growth in real incomes for mining workers on a logarithmic scale, while Table 6.3 summarizes the temporal pattern of growth. Growth was relatively slow in the early 1980s and again throughout the 1990s: money wages nationally and at major mines, such as the Fengfeng Mining Bureau (Hebei), actually declined in 1998 and 1999, though this was a period of deflation, and real wages still increased slightly (ZLTN various years; Li Rentang 2000: 5). The periods of rapid growth were the mid-1980s and, in a more sustained fashion, the 2000s. Of course, the national figures are averages, and there is wide variation between different kinds of worker and enterprise and different areas. Variations in geological conditions lead to variations in productivity and thence wages. In 2004 wages varied from 9300 yuan per year in the old mine of Jixi to 44,900 in the Shendong open-cast mine (SAWS 2005: 19). In 2008 the range stretched from 12,800 yuan in Heshan (Guangxi) to 100,300 in the Ximengke Company (Inner Mongolia) (ZMGN 2008: 48–57). In a given area, wages in state-owned mines are often somewhat lower than those in private mines, though the welfare conditions are better (ZMB 21 September 2007: 7).
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Figure 6.2  Growth of real earnings for mining workers, 1978–2009

Notes: Log scale. These figures are basically the total wage bill (including bonuses and subsidies) divided by the total number of workers. The basic wage accounted for a declining proportion of total earnings (in Guangdong basic coal mining wages fell from 75 per cent of total earnings in 1976 to just over 40 per cent in 1990; Guangdong sheng 2002: 394–5). They probably do not include any payments in kind. The original series for money wages is deflated by the price index for the urban cost of living.

Sources: ZTN 1997: 8-2, 2004: 5-24, 2010: 4-16, 9-2; ZLTN 1994: 33.


Table 6.3  Growth rates of mining real wages, 1978–2009







	Period
	Average growth rate (%)



	1978–83
	1.7


	1984–6
	12.9


	1987–99
	3.1


	2000–9
	16.7






Sources: As for Figure 6.2.


The perception that mining wages were falling behind other wages has led to the greatest concern. The relative wages of coal miners have fluctuated since 1949. During the planned economy, despite the industry’s financial difficulties and low prices, coal miners were relatively highly paid as members of the heavy industrial labour aristocracy. The new state quickly implemented its view that coal miners should be at the top of the inter-industry wage structure (Howe 1973: 44–6). As late as the mid-1980s (see Table 6.4), mine workers’ wages were substantially above the average for industrial workers and attracted even university graduates to work underground (Zhongguo kuangye bao 2 April 2005: 5). Their high status was also shown by the location of a coal miners’ sanatorium in a prime location at Beidaihe and by the provision of extra rations during the Great Leap famine. One observer stated that up to 1986: ‘Their living quarters were like hotels, the food they ate like restaurant food, with no shortages of rationed goods’ (Zhongguo jingying bao 21 March 2005). Moreover, the state allowed members of miners’ families with rural registrations to acquire urban residence permits (Pan 2004b: 8). All of this attracted skilled workers into the industry.


Table 6.4  Average annual wage levels in SOEs in industries employing over one million workers, 1985







	Industry
	Average wage (yuan/year)



	Coal
	1435


	Ferrous metallurgy
	1398


	Timber
	1310


	Utilities
	1290


	Machinery
	1245


	All industry average
	1239


	Building materials
	1157


	Chemicals
	1154


	Textiles
	1105


	Food and drink
	1071






Source: NBS 1989: 47–8, 199–200.


However, after government subsidies for loss-making enterprises were reduced during the reform period, low prices and heavy losses impacted on the coal miners’ wages, and for much of the 1980s, the 1990s and into the early 2000s their relative position declined (see Figure 6.3). The decline in miners’ relative wages in the 1990s was a source of much anguish for the industry – in some places it was even said that miners’ incomes were lower than the disposable incomes of the local rural population (Zhongguo kuangye bao 2 April 2005: 5). Industry observers attributed the decline to coal’s weak position in relation to such monopolistic industries as electric power (Zhongguo kuangye bao 30 January 2007: C01). The deregulation of coal prices from 1994 created the conditions for the situation to improve but the depressed state of the industry in the mid- to late 1990s delayed any such improvement.
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Figure 6.3  Ratio of coal mining to manufacturing wages, 1978–2008

Notes: The data for coal mining wages are based on figures in ZLTN and ZMGX 2006. For 1978–94, where the ZLTN does not provide data, I use the ZMGX 2006 figures adjusted by the average ratio of the ZLTN to the ZMGX 2006 figures 1995–2001, where the two series overlap. From 1995–2006 and 2008 it uses the ZLTN figures. For 2007, it uses ZTN figures. Alternative methods (such as using the series for ‘mining wages’ in ZLTN) yield similar but not identical results: in particular, the series for ‘mining wages’ does not have the sharp peak in 1981–2. For manufacturing wages, the figure uses ZLTN and ZTN figures.

Sources: ZMGX 2006: 556–7; ZLTN various years; ZTN 2008: 4-20.

In fact, the situation of miners was even worse than this suggests, because of the frequent failure of many enterprises to pay even these low wages. During the midand late 1990s the phenomenon of unpaid wages was widespread in coal mining, as in other industries. Across the industrial sector as a whole, over 11 million workers were owed an average of 1900 yuan each (Blecher 2006: 406). In coal mining, SOEs such as Zixing mine (Hunan) fell five to seven months in arrears in paying wages, and in one of its mines the arrears were nineteen months (Zhongguo jingying bao 21 March 2005), while the Haibowan mine fell ten months or more behind between 1995 and 1997 (Liu Shuangning and Ren Cunzhu 2000: 90). By 1999, 76 out of the 94 key SOE mines were behind with wage payments, owing a total of over 7 billion yuan (on average, over five months’ pay). Even in the relatively booming conditions of 2003, they still owed their workers over 3 billion yuan (Pan 2004b: 9).

The trough in relative wages was reached in 2000. Manufacturing wages had begun to accelerate from 1998 but coal lagged behind. Industry sources claimed that average wages in key coal mines were 901 yuan per month in 2002, the second lowest among forty-nine industries (Zhongguo kuangye bao 2 April 2005: 5). Table 6.5 shows the official figures for 2000, which confirm the deterioration in the position of mine workers, even if not to the extent claimed by the industry. Afterwards, there was an improvement, even in advance of the boom in the industry, and mining wages began to grow faster than manufacturing wages. The steep rise in coal prices and profits from around 2002 brought with it substantial wage growth, and from 2005 coal wages overtook average industrial wages (Zhongguo kuangye bao 30 January 2007: C01). By that year, average wages for coal production workers in Shanxi had risen to nearly 37,000 yuan (ZMGN 2006: 189). Figures for individual mines show considerable variation according to how successful the mine was, with annual average wages growing by two (Yuanzhuang, Anhui), three (Zhangcun, Shanxi) or four times (Yuejin, Shanxi) between 2002 and 2007 (Liu Cungen 2008: 185; Guo Riping 2008: 343; Ma Yuliang 2008: 207). In some areas, wages even for migrant workers increased to high levels. Earnings of migrant workers at the coal face at Jincheng (Shanxi) increased from 37,000 yuan in 2003 to over 60,000 in 2005, plus full social insurance (Zhongguo laodong baozhang bao 22 August 2006: 1). Nevertheless, in 2004 the average wage in the oil industry remained 69 per cent higher than that in coal, though this can probably be accounted for by higher skill levels in the oil industry. Wages were 19 per cent higher in ferrous metallurgy, too (Zhongguo kuangye bao 30 January 2007: C01). Only in a few highly productive mines, such as those run by Yanzhou (Shandong) and Shenhua, did labour productivity allow wages as high as those in the electric power sector; elsewhere, low skill levels and over-staffing still resulted in relatively low wages (Zhongguo dianli bao 5 November 2008: 4).

Table 6.5  Average wage levels in SOEs in industries employing over 500,000 workers, 2000







	Industry
	Average wage (yuan/year)


	Petroleum
	16,091


	Electric power
	12,951


	Ferrous metallurgy
	12,744


	Non-ferrous metals
	11,710


	Transportation equipment
	10,213


	Mining and manufacturing average
	8405


	Coal
	7592


	Machinery
	7552


	Special machinery
	7419


	Chemicals
	7384


	Non-metal minerals
	6482


	Textiles
	6113


	Food processing
	5539


	Timber
	4537






Source: ZLTN 2001: 191, 242–52.


Generally low wages coupled with high risk meant that coal mining was not an attractive occupation for those who had other options, and from the early 1990s there were increasing concerns over the exodus and consequent shortage of skilled labour, which reduced both efficiency and safety. In 2001, the key SOEs lost 20,000 skilled workers and recruited only 6200 (Pan 2004b: 5). The industry had a number of higher educational institutions specifically dedicated to training its staff, but graduates tended to look for anywhere else to work: of 37,931 graduates from nine institutions between 1999 and 2002, only 3538 (9.3 per cent) joined the coal industry. One large mining enterprise lost 900 skilled workers (including 270 technicians) over ten years, and over that period was unable to recruit a single university graduate (ZMB 18 January 2005: 3). In 2001, fifty-five coal enterprises hired 3800 employees with degrees but lost 2500 (ZMJYH 2003: 13). Shortage of (especially skilled) labour was listed as one of the four main constraints on the development of coal mining in Jiangxi, with the province unable to match the higher salaries paid to mine workers across the border in Anhui (ZMB 25 June 2010).

The supply of unskilled workers was finite, too. Even in the 1980s, Shanxi TVMs were forced to establish a range of welfare facilities, such as dormitories, cafeterias, bath-houses and shops, in order to attract workers to their mines (Guo Qin’an and Wu Dechun 1991: 227). In 1994, TVMs in Heshun were complaining that locals did not want to work in the mines, while migrants from Sichuan and Hunan were seeking work on the Three Gorges project instead (Cao 1994: 13). In 1996, some observers reported a growing shortage of rural labour willing to work in the mines. Part of the problem was the financial difficulties of the mining companies, which meant that wages were not only low but unreliable. While some of the other explanations given seemed to be running many years ahead of actuality, observers nevertheless pointed to several factors that did later come to constrain labour supply. The remuneration and conditions – including both time off and issues at work – involved in mine work were becoming less attractive for the rural population, and manufacturing TVEs frequently offered a more enticing mix of wages and conditions. The same author also suggests, perhaps more questionably, that rising incomes in agriculture were beginning to reduce the attraction of work in mines and even of changing from rural to urban registration (Zhang Shouzhong 1996: 46).

Many of these factors came to the fore again in the mid-2000s (Wang Shengyu and Mao Kewan 2006), when there was talk of China reaching a Lewis turning point: that is, a rise in the wages of unskilled workers with the exhaustion of the large supplies of cheap rural labour. Although unskilled wages have actually been rising for a long time, at that time wage rises clearly accelerated both in agriculture and in the export industries of south China, which were largely dependent on migrant labour (Wang Dewen 2008: 97). Many scholars still argue that substantial supplies of under-employed labour remain in rural areas but most also agree that supplies are becoming tighter and that China is moving from a situation of ‘unlimited supplies of labour’ to a stage of ‘limited surplus’. This is a consequence of China’s economic growth and, even more importantly, of demographic changes reducing the number of new young workers entering the job market.

Reported labour shortages have been concentrated in the coastal areas of east China and, unless one assumes perfect mobility of labour, it is likely that any turning point will come later in the poor areas of the hinterland, where most coal is produced. But there is increasingly talk of the same phenomenon being found in hinterland areas, such as Henan and Hubei. One researcher at the Chinese Academy of Social Sciences reported that the relationship between workers and employers in his home village was transformed between 2004 and 2009 (Liaowang xinwen zhoukan 11 September 2009; personal communication). Therefore, even in coal mining, labour shortages are obliging mines to spend substantial resources on recruitment (Zhao Tiewei and Yao Dongzhou 2010: 47).

There has also been considerable concern about the ageing of the workforce. Young men are now unwilling to work in coal mines because of the high risk, high attrition rate and low remuneration; because of the one-child policy, parents are also hesitant to risk their only son down a mine. Some are therefore asking who will mine China’s coal twenty years from now (RR 15 June 2005). In Fuxin (Liaoning), more than 70 per cent of front-line workers are aged thirty-six or over (Su Haiquan and Wang Guohui 2010: 159). Striking, though unsourced, figures for TVMs suggest that only 10 per cent of underground TVM workers are under thirty, 20 per cent in their thirties, 40 per cent in their forties and as many as 30 per cent over fifty (Wang Qiaoyun 2009: 23); in Tangzhen (Hunan), very few workers are under thirty, and most are between thirty and fifty (Dong 2007: 23). If these figures come anywhere close to describing the reality, they suggest serious problems for the sustainability of coal mining.

Conclusion

Coal miners have shared in the workers’ relative decline in reform and capitalist China. Their employment was less secure than before while their wages suffered not only from the general slippage of industrial wages in the system but, up to the early 2000s, from a decline in mining wages relative to those in other industries. Nevertheless, it would be wrong to say that miners lost out on the benefits of economic success. Despite their relative decline, real wages of employed miners have increased strongly throughout the whole post-1978 period. Moreover, during the boom in the coal industry, some of the benefits have clearly gone to the workers, as real wages and even relative wages have increased strongly throughout the 2000s.


7    Coal Mine Safety

The Record

Introduction

One way to understand the position of workers within a political economy is to examine changes in their working conditions and particularly in work safety. Theo Nichols’ influential work argued that varying levels of industrial health and safety within a society reflect the balance between labour and capital. This chapter and the next seek to replicate Nichols’ (1997: 10) ‘attempt … to locate industrial injuries within the structure and dynamics of capitalist society’ for China’s socialist, reform and capitalist economies. China’s mining industry is well over ten times as dangerous as manufacturing (Liu Tiemin 2009: 226): coal accounts for only 5.8 per cent of the industrial workforce, but for a quarter to a third of work-related fatalities (ZJPN 2006: 6–9; SAWS 2007a; ZASN 2007: 480). The regular occurrence of massive coal mining disasters, summarized in Table 7.1, has attracted widespread press coverage both within and outside China. The nation’s top leadership has called for action and highlighted the issue in successive government work reports (Wen 2005).


Table 7.1  Major coal mining disasters in China, 2000–10
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Sources: SAWS 2004, 2010a: 90–2; ZASN 2000–1: 440–1, 448–9, 452, 476–7, 2002: 500–2, 2003: 331–2, 2005: 332–50, 2007: 416; ZMGN 2000: 107, 2005: 741–83, 2006: 433; Pan 2006: 5; Feickert 2010: 2.


Mining accidents are the focus of this chapter and the next because of their high profile in the press and therefore the substantial amount of information available. But chronic health problems, particularly miners’ lung or pneumoconiosis, are at least as serious an issue. In the 1960s and 1970s, up to four times as many British miners died from pneumoconiosis as from accidents (McIvor and Johnston 2007: 54–5). In part, the pneumoconiosis deaths were the legacy of earlier, less safe, work methods, but these figures at least show that accidents are only one part of a broader and more complex work safety problem. In China, a senior official estimated that there were around 195,000 cases of pneumoconiosis among miners in key SOE mines alone, and that the number was growing at 4000–5000 a year. Around 6.3 and 8.1 per cent of miners in key and local SOE mines, respectively, fell victim to the disease, a figure that is five percentage points higher than in the West. Deaths from silicosis were running at 2000–3000 a year (Zhang Baoming 2002a: 166). Just as in the UK, pneumoconiosis deaths were estimated to be three times more than those resulting from accidents (CLB 2010: 2).

This chapter will examine China’s coal safety record, the proximate causes of coal mine accidents and the record of safety legislation and institution-building. The next will analyse the patterns that emerge from the record in the search for what Nichols (1997: 90) calls ‘the determinants of the determinants’ – that is, the underlying factors within the political economy that create the situation in which the events that lead to industrial injuries occur more or less frequently.

Determining the Coal Safety Record

In examining China’s safety record, this chapter uses figures for fatalities, rather than injuries. UK evidence shows that statistics for minor injuries – those that require time off work but do not involve, for example, broken bones or loss of a limb – are, to a large degree, socially constructed: that is, they depend on whether workers feel they can take time off work rather than whether they suffer such injuries (Nichols 1997: 33–4). Even in the case of major injuries, there are serious problems of definition and reporting. Nichols (1997: 7, 126) therefore concludes that: ‘The data which are the most reliable indication of safety are those for fatalities.’ However, fatality figures themselves are not a precise reflection of the safety situation. Even in the UK, there are problems of definition (Tombs 1999: 345–7). In China, a fatality is counted as someone who dies within a month of the disaster (MGB 1995b), and one of the methods of concealment outlined below is to try to postpone the reporting of deaths beyond this period. (The Appendix outlines some key aspects of the Chinese statistics.)

The official statistics certainly understate the level of fatalities, essentially because there are substantial incentives to conceal disasters. Such concealment has been highlighted in the press since at least 2002, but by its very nature it is impossible to quantify. In 2006 the SAWS identified 89 accidents and 204 fatalities (about 5 per cent of the total) that had not been properly reported; in 2008, 9 disasters with 148 fatalities came to light after attempts at concealment (Zhonghua gongshang shibao 28 April 2008: 6; Pan 2009a: 65). But, of course, this takes into account only those accidents that were eventually uncovered. A more thorough local study also showed that in four counties in Shanxi only 8 accidents and 62 deaths were reported in 1999, against an actual toll of 56 accidents and 113 deaths (South China Morning Post 17 October 2000). A police investigation in 2002 found that over four and a half years, 84 out of 95 deaths in Hejin City (Shanxi) had not been properly reported (Xinhua 2002c). As late as 2008, a leading Chinese observer suggested that more small accidents are concealed than are reported (Pan 2008: 7).

For obvious reasons, it is easier to conceal – and probably even more so to keep concealed – relatively small accidents that involve only a limited number of workers (Pan 2005a: 22). However, even some major disasters are concealed, at least for a while or in part. After a disaster in Handan (Hebei) in June 2004, the owners reported only one casualty, concealing eleven others (RR 12 June 2004: 2; Pan 2005a: 22). An even bigger disaster, which killed thirty miners in Lijiawa in Yu County (Hebei) in July 2008, was concealed for a period (RR 8 October 2008: 4; Pan 2009a: 65). The downfall of one of Shanxi’s richest coal owners in 2010 was rumoured to be connected with the fact that he concealed an accident in one of his mines that killed dozens of miners, most of whom were from Henan, whose government took the lead in pursuing him (Caijing guojia zhoukan 8 November 2010).

Concealment is not practised only by small private mines. In early 2009, Caijing (2009) carried a story detailing concealment by China’s largest mining company, Shenhua. Similarly, after an explosion in the key SOE at Qitaihe (Heilongjiang) in 2005, the number of workers reported as underground at the time was adjusted from 221 to 242, a change that was criticized by the head of the SAWS (CCTV 2009). In Tangshan (Hebei), not far from Beijing, an agreement for a small mine to sell its coal to the nearby large SOE included a condition that, in the case of an accident or fatality at the large mine, the small mine owner would accept the transfer of the corpses and take responsibility. This was because the cost of an accident for a small mine was less than for a large mine (Caijing shibao 22 August 2005: A2).

Concealment can encompass two somewhat different phenomena. In some cases the mine owner simply absconds after a disaster (Zhonghua gongshang shibao 28 April 2008: 6). In such cases, news of the disaster would probably be quickly reported to the authorities, and the casualties would eventually turn up in the official records. In other cases, a mine owner keeps the mine in operation but conceals the fact – or more usually the extent – of the accident, frequently by paying off the families concerned. At least some of these cases probably never come to light.

The high costs incurred in the aftermath of a report create incentives for concealment. Even apart from compensation, other direct costs incurred from a fatality include entertaining and paying for the investigation team. In the late 2000s, the cost of a single-fatality accident was put at about 1.5 million yuan (Wanbao wencui 2008: 39). In addition, the mine would be closed, at best temporarily, at worst permanently, resulting in very large costs (Zhonghua gongshang shibao 28 April 2008: 6). Owners sometimes even persuaded their miners to sign agreements that, on payment of a certain (low) amount of compensation, they would give up any right to take the matter to court (Pan 2005a: 20).

More often, owners suggested to the families that they would get more in the way of compensation if the accident were not reported. For example, in the aftermath of the disaster at a TVM in Mianchi County (Henan) in February 2007, the mine owner reported two deaths and five missing, whereas the real death toll was twenty-four. The families of the dead miners connived in the concealment on payment of above-standard compensation of 306,000 yuan. They were reluctant to collaborate with reporters investigating the disaster, but one of the families reported the matter when the mine authorities failed to deliver on their promise to bring the bodies out of the mine (SAWS 2007b; Fazhi wanbao 11 February 2007). In some cases, hush money was also paid to reporters, who sometimes converged on a site precisely in order to make a claim (Nandu zhoukan 2009b; Pan 2009a: 65).

Most cases of concealment, especially of the larger disasters, involved local government collusion (Pan 2009a: 65–6). At Mianchi, it was clear that the township officials knew the real story before it was exposed, but failed to report it to higher authorities (Xinhua 2007b). Sometimes, of course, officials were bribed by the owners, but in addition many were happy to connive in concealment because of the role mines played in local economies and the effect on their own careers if they exceeded their permitted ‘quota’ of deaths (ZMB 16 January 2001: 2). There were incentives to conceal the magnitude of disasters – for instance, reducing the number of reported fatalities from over ten (which would constitute a major (teda) accident) to under ten (a serious (zhongda) accident), as in the former case responsibility was vested higher in the administrative hierarchy. In 2001, the local authorities in one county in Hebei claimed that an accident had resulted in nine casualties, but the safety inspectors on the spot reported that there had actually been thirteen (Li Rentang 2002: 25–6).

In the main mining provinces of Shanxi, Shaanxi, Henan and Hebei, commercial enterprises were established to deal with the aftermath of mining disasters on behalf of the owners. Such enterprises, generally under the guise of such tertiary-sector organizations as hotels, restaurants or bath-houses, offered such services as: persuading the hospital to issue a death certificate stating that the worker had died from illness; preventing leakages of information; removing corpses to other areas for cremation; and negotiating compensation for families, which generally included a fee for ‘keeping their mouths shut’ (Caijing shibao 22 August 2005: A2).

One common way of trying to disguise the extent of accidents was transporting corpses across provincial borders. In the case of Shanxi, mine owners set up a ‘Centre for Dealing with the Aftermath of Accidents’ just across the provincial border in Hancheng (Shaanxi) in order to help owners and local officials escape responsibility and reduce the levels of compensation that had to be paid (Xinhua 2002b). Similarly, in 2005, the owners of one mine tried to conceal seventeen of thirty-six deaths by transporting the corpses to Inner Mongolia (Pan 2006: 7).

At least before the issue came to prominence, penalties for false reporting were light and often not enforced (ZMB 16 January 2001: 2). In 2006, the Sixth Revision of the Criminal Law established penalties for concealment of up to three years’ imprisonment (or seven years in particularly serious cases) though this was widely thought to be inadequate (Quanguo renmin daibiao dahui 2006; Zhou Hongjun 2009: 50). Even as late as 2007, it appears that concealment would result in few penalties beyond dismissal from office: only one out of twenty-five local officials involved in concealing a major accident in Yu County was detained in prison (SAWS 2008).

To counter attempts at concealment, the authorities established hot-lines to encourage people to report small mine owners ‘who regarded human life as worth less than straw’ (ZMB 14 May 2001: 1). Many of the cases that were uncovered stemmed from reports sent by members of the public to the authorities or the press: for example, the Mianchi disaster outlined above was uncovered when locals told the press that the numbers reported were false (Xinhua 2007a). Mine owners complained of ‘professional’ informers profiting from accidents (Wanbao wencui 2008: 39). Nevertheless, nationally, under 60 per cent of reports were properly investigated (Pan 2009a: 65).

For all their shortcomings, however, the statistics allow this chapter to make several key assertions that are unlikely to be undermined by the fact of under-reporting: on China’s high rate of coal mining fatalities by international standards; on the uneven tendency towards a decline in death rates; on the consistent pattern of variation in fatality rates by type of enterprise; on the considerable geographical differences in the level of coal safety between provinces; on China’s persistent failure to resolve the problem of gas explosions; and on the continuing incidence of major coal mining disasters.

China’s Fatality Rates in an International Context

There has been a very strong perception both inside and outside China that its levels of coal safety are much lower than in most countries at a similar stage of development, and fall still further short of the situation in developed countries. On this basis, the issue of coal mining fatalities has had a high profile in the press and become a major embarrassment not only for the government but for the educated public in general. Even in 2009, after China had registered a substantial improvement, a senior official pointed out that China still accounted for 37 per cent of world coal output but 70 per cent of fatalities (Zhongguo zhengquan bao 6 September 2009). Table 7.2 compares Chinese fatality rates with those of the US, the second-largest coal producer, India, a large producer at a similar level of development to China, and the UK. In the case of the UK, the figures used are for the 1960s and 1970s, when the country still had a sizable coal industry.


Table 7.2  Fatality rates in Chinese coal mines in international context
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Sources: As for Figures 7.2 and 7.4; National Coal Board 1979: 3–4; United States Department of Labor 2010b and 2011; Coal India Limited 2010.

Note: * 1992–2006 for Chinese mines; for Chinese key SOEs, the denominator is mining production workers.
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Figure 7.2  Provincial coal mine fatality rates, 1965–79

Sources: Anhui meikuang 2004: 238–9; Henan meikuang 2008: 18–24; ZMZ 1995: 271, 1997b: 292; SAWS 2010a: 18–20, 87–8.
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Figure 7.4  Total deaths in Chinese coal mines, 1978–2010

Sources: SAWS 2010a: 88–9; ZMB 15 January 2011.

Even though the situation has begun to improve, the figures for deaths per million tons confirm the general perception that China’s fatality rates are very high by international standards. Current rates in China find their comparators in earlier periods of European history: even for SOE mines, fatality rates up to the mid-2000s were running at least 50 per cent higher than in Britain in the 1960s and 1970s, while those in TVMs were more reminiscent of Belgium in the early twentieth century or Britain in the second half of the nineteenth (Church 1986: 586; Leboutte 1991: 711). Nevertheless, China’s record is perhaps put into context by Japan’s pre-war, wartime and immediate post-war records, when over twenty workers were killed per million tons produced (Sekitan rōdō nenkan 1950: 121).

If one uses the measure of fatalities per worker, however, the picture looks rather different. The US fatality rate is quite high, reflecting an overall poor safety record, even while the industry’s extraordinarily high productivity reduced the rate per million tons (Dorman 1996: 22–5). By contrast, China, at least in the key SOE sector, performs much better on this measure, and is much less of an outlier relative to other countries. Table 7.2 exaggerates China’s rate a little, as the denominator is the number of mining workers; if it used all workers, the fatality rate would be much lower (0.25). On the other hand, mining workers made up 35–40 per cent of all workers in China’s key SOEs, 85 per cent in the US, so using numbers for all workers would bias the calculation the other way. The TVM fatality rate, while unquestionably high by any measure, is exaggerated by the under-counting of the number of workers: using an output-based estimate of the number reduces the death rate to about one per thousand.

To some small extent, China’s high fatality rates can be explained by particularly difficult geological conditions. Most importantly, geological conditions determine that the great majority (perhaps 90 per cent, although this is now declining) of China’s mines are underground, where conditions are, almost by definition, more dangerous. This is especially important in interpreting any comparison with the US, because a large and increasing proportion of American coal output – by the 2000s around two-thirds – has been open cast. However, even the underground fatality rate in the US is much lower than in most other countries, including China. In addition, China possibly has more problems with gas than other countries: of its large SOE mines, 26.8 per cent are designated as ‘gassy’, 17.6 per cent as liable to coal and gas outbursts, and only 55.6 per cent as ‘low gas’. To some degree, this problem increases with depth of mine, and local SOEs and TVMs, being on the whole less deep, had a lower risk factor: only 15 per cent were designated as gassy or liable to outbursts (ZMB 31 August 2002: 2; Pan 2005a: 19). Nevertheless, the recent success of China in achieving a major reduction in its fatality rate suggests that the main determinants lie elsewhere – in the political and economic structure, which will be examined in Chapter 8.

The Temporal Pattern of Coal Safety

China’s Coal Safety Record Under Socialism (1949–78)

Over a long historical period, fatality rates, especially in large coal mines, have declined. Before 1949, when the industry was less than a twentieth of its current size, eighteen major mines in China registered an average of over thirty-three fatalities per million tons of output between 1925 and 1928. In small mines in Henan during the mid-1930s there were over a hundred fatalities per million tons. Between 1895 and 1937, at least a dozen major accidents each accounted for over a hundred lives, and the worst mining disaster in world history took place on 26 April 1942 at Benxihu (Liaoning), when, under the Japanese occupation, a massive explosion killed up to 1800 miners (Wright 1984: 172–4; Benxi shi 1998: 281; Yan Zhenmin 2003).

Between 1949 and 1978, Figure 7.1 shows a trajectory that fits neatly, perhaps too neatly, into the reformist narrative of China’s development. There was a very rapid improvement in safety during the first years after the Communist Party came to power. After 1951, however, there was no trend to improvement at all, with one very serious peak in fatality rates during the late 1950s and a gradual increase during the late 1960s and 1970s.
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Figure 7.1  Fatality rates in Chinese coal mines, 1949–78

Source: SAWS 2010a: 18–20, 87–9.

The Great Leap Forward witnessed a trebling of death rates to over fifteen workers per million tons in 1960 and 1961. The deterioration was fairly uniform, in direction if not magnitude, across the country: every province for which we have data experienced a sharp deterioration between 1957 and 1959–60. In Anhui, for example, death rates rose from an average of 2.8 in 1953–7 to 6.8 in 1958–60; in Henan, the increase was 5.9 to 21.9 (Anhui meikuang 2004: 237; Henan meikuang 2008: 16–17). Although the rapid expansion of the small-mine sector contributed to these fatalities, the deterioration was also experienced by SOE mines, both key and local.

Indeed, massive disasters occurred even in China’s largest mines. In the worst disaster of the post-1949 period, an enormous explosion of coal dust at the Laobaidong mine at Datong (Shanxi) at the time of a changeover of shifts in the early afternoon of 9 May 1960 killed 684 miners. Although the mine was not particularly gassy, coal dust had been allowed to build up to 50 millimetres thick in some places (Wang Jiefan and Li Wenjun 2002: 1436–9). There was also a series of very substantial disasters in Sichuan in 1959 and 1961, in which a total of 625 workers perished (ZMZ 1997b: 286–7).

In 1963–5, during the ‘three years of readjustment’ following the Great Leap Forward, the record improved again, with the overall death rate of 4.42 in 1965 not being bettered until 1993. Only one disaster killing over fifty workers was registered between 1962 and 1966, and that occurred right at the beginning of the period (MGB 1998: 139). Again, this trend was found across almost all areas.

The situation between 1966 and 1978 was more complicated. The period as a whole saw a deterioration in the safety situation, with an average death rate of 8.44 per million tons, almost twice as high as 1965. Reporting was also probably much less consistent than in earlier or later periods. Unlike during the Great Leap Forward, however, the new political campaign did not lead immediately or directly to steeply rising fatalities. In fact, the height of the Cultural Revolution in the late 1960s saw only a moderately higher rate of fatalities. But throughout the 1970s death rates were eight or more per million tons, and only in 1982 did they fall back below eight. The increased fatalities were again partly due to the resurgence of small rural mines, but Figure 7.1 makes it clear that even the key SOE mines registered death rates of well over five per million tons.

Nor was the increase in fatalities uniform across the country, with the national trend being an amalgam of different trends for each province. Figure 7.2 shows the wide variety of provincial experiences. Some provinces, such as Sichuan and Shanxi, tended to fluctuate around the level of 1965, with the former achieving better results than in 1965 throughout the period. But others, such as Anhui and Henan, fared consistently worse than in 1965, with wild fluctuations resulting in a very bad performance in some years. This no doubt reflected the chaos and regional differences during the Cultural Revolution, though it should be noted that many of the disasters occurred during the slightly more stable 1970s.

At the level of individual mines, there was also a clear difference between the experiences of the Great Leap Forward and the Cultural Revolution. At Jiaozuo (Henan), death rates between 1958 and 1960 were more than four times as high as in the previous three years; during the Cultural Revolution, however, a high level of safety was maintained, with the major exception of a serious explosion in 1975 (Xu Xingqiao 1989: 290–1). Similarly, in Zaozhuang (Shandong), despite later sources strongly criticizing the downgrading of safety in the Cultural Revolution, the late 1960s continued with relatively low death rates, though the 1970s saw a clear deterioration in the situation (Chen Chang 1995: 295–6).

China’s Coal Safety Record Under Reform and Capitalism (1978–2010)

Since 1978, Figure 7.3 suggests that trends fell into three broad periods, which fit quite closely with the official narrative of work safety policy (Li Yizhong 2006). For most of the 1980s, when coal mining, though undergoing some reform, was in many ways still part of the planned economy, there was a clear long-term downward trend in fatality rates. The safety records of all types of mine – particularly the SOEs – improved. The key SOE mines registered a 40 per cent increase in output between 1978 and 1990 while fatalities fell by about 60 per cent. However, as is shown in Figure 7.4, the total number of deaths across all mines increased. All of this increase took place in the TVMs, which were accounting for a rapidly growing proportion of the industry (Zhongguo laodong renshi nianjian (1949.10– 1987): 802; Dangdai Zhongguo 1992: 170). Deaths in this sector rose from just over 1000 to just over 5000, which slowed any overall trend towards a reduction in fatality rates.
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Figure 7.3  Fatality rates in Chinese coal mines, 1978–2010

Notes: As discussed in the text, this figure uses adjusted figures for output (and therefore deaths/million tons) for the years 1994–2005. Deaths in small pits operated by key SOE mines are debited to the key SOE mines.

Sources: SAWS 2010a: 18–20, 88–9; ZMGN 2002: 58, 59, 69, 70; ZMB 15 January 2011.

In the second period, stretching from the early 1990s to the early 2000s, the improvement stalled and fatality rates fluctuated around five per million tons. The official figures for TVM fatality rates rose very sharply at the end of the 1990s, with a more or less constant number of deaths but sharply falling output. Some have explained this by the fact that coal owners, fearful that their mines would soon be closed, felt it was not worth their while to invest in safety (Li Hejun and Li Zhixiang 2009: 159). However, it is more likely that the figures were distorted by the fact that output was substantially under-reported for about five years from 1998 (see Chapters 4 and 5). Figure 7.3 uses the second set of revised figures for output from the NBS to address this issue.

The third period, from 2002 (or perhaps earlier), saw contradictory trends. On the one hand, there was a series of large disasters, particularly in 2004 and 2005 (see Table 7.1). The heavy toll of life in these disasters led a number of commentators to argue that the early to mid-2000s represented a major peak in fatalities, comparable to the Great Leap Forward (Pan 2005a; Zhang Tongle and Bi Shuntang 2006). The aggregate statistics, however, paint a different picture and show a major reduction in the death rate from around 2001–2. Between 2002 and 2009, the overall rate has declined by 80 per cent (4.51 to 0.86), with that for the large SOEs falling by 70 per cent and that for the TVMs by over 80 per cent. Initially, the number of deaths was stable at around 6000, while output increased rapidly, leading to a fall only in the fatality rate. However, as is shown in Figure 7.4, the number of deaths has fallen sharply since 2006.

Should we believe these figures? There are some reasons for scepticism. On the basis of Heinrich’s Law, Pan Weier, a leading observer of coal industry issues who has worked in the coal bureaucracy for well over fifteen years, expressed doubts about the 2004 figures, which showed a much steeper fall in the number of accidents than of deaths and implied a change in the ratio between large and small accidents. He expressed particular doubt about the apparent decline in fatality rates in the local SOE mines and TVMs (Heinrich et al. 1980: 60–1; Pan 2005a: 21). More generally, as outlined above, it is widely accepted that mining deaths have long been under-reported and that the real figure is substantially higher than the official figure.

Nevertheless, under-reporting would not invalidate the trend if it were at a constant rate. Certainly, the government campaigns to improve safety by increasing the cost of accidents – for instance, raising the amount of compensation to be paid for a dead miner to 200,000 and later 600,000 yuan (Xinhua 2004b; Shanxi wanbao 13 October 2010) – have a paradoxical effect: although they certainly provide an incentive to improve safety, they also mean that, if an accident occurs, there are greater incentives for a mine to conceal it. An increased likelihood of closure after an accident likewise increases the incentives for concealment. Nevertheless, the more open society and the increasing inquisitiveness of the press acted as countervailing forces, while the internet has also made concealment more difficult (Caijing guojia zhoukan 8 November 2010). Taking into account the factors tending in both directions, it is very unlikely that increased under-reporting accounts for the whole of the apparent decline in the official death rates. Even if the official figures overstate the case, it seems certain that the industry has substantially improved safety over the past eight years.

Variation Between Different Types of Enterprise

As is shown in Figures 7.2 and 7.3, fatality rates have varied more or less consistently between different types of mine. Table 7.3 confirms that the key SOEs have by far the lowest rates. Local SOEs run at county or provincial level are substantially less safe. Finally, although the International Labour Organization (1999: 13) found little evidence that small-scale mining is inherently more dangerous than large-scale, China’s generally small TVMs have registered fatality rates up to seven or eight times higher than the large SOEs. Disaggregated figures often show an even worse situation. In the mid-1990s, the death rate per million tons of output in Yunnan was 1.5 in state mines and 19.1 in the rapidly expanding TVM sector (ZMB 2 July 1996: 3). In Hunan, the rate in TVMs between 1980 and 1994 was 32, while that in unregistered mines was 60 (ZMB 23 May 1995: 3).


Table 7.3  Fatality rates, 1953–2009, by type of enterprise
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Sources: As for Figures 7.1 and 7.3.


Note: * This table uses adjusted figures for coal output 1994–2005.


Table 7.3 also suggests that the differentials between different types of enterprise may have increased, albeit unevenly, over time. Before 1990, local SOEs and TVMs registered death rates between two and four times higher than the key SOEs, but since 1990 local SOE rates have been between three and four – and TVM rates between six and seven – times higher.

Scale (the advantages of larger scale), technology (technological discontinuities that discourage small mines from adopting some safety measures) and organization (state rather than private ownership) all played their parts in this. China’s working conditions reflected international precedents ranging from pre-industrialization to post-Second World War capitalism. In his study of mining safety in Belgium, René Leboutte (1991: 734–5) identified three stages in the history of mining accidents: a pre-industrial phase when there was hardly any mechanization, when workings were small and scattered and accidents generally small scale; a phase of industrialization, when the scale of work increased and the danger of large accidents was therefore greater, but when those accidents invited official intervention; and a phase of mechanization, when better safety provisions were implemented and machines took over many of the most dangerous tasks, so the accident rate fell. China has experienced all three stages simultaneously. It has small-scale artisanal pits in the villages, larger TVMs, which approximate ‘the phase of industrialization’, and large SOEs, which represent that of ‘mechanization’. The state has attempted to respond to this situation and improve safety by concentrating production in the SOEs but, as was shown in Chapters 4 and 5, the role played by the TVMs in local economies complicates this task.

Geographical Pattern of Coal Mine Accidents

There is considerable geographical variation in fatality rates. Given the difference between rates for SOEs and TVMs, overall provincial averages are heavily influenced by the proportion of TVMs in total output. Figures 7.5 and 7.6 therefore show the geographical pattern of fatalities separately for key SOEs and for TVMs. Broadly, the core coal mining provinces of north China – Shanxi, Shandong and Inner Mongolia, and, to a lesser extent, Hebei and Shaanxi – exhibited relatively creditable records for both types of mine. The large swath of China to the central south and south-west had worse records.


[image: ]

Figure 7.5  Geographical pattern of fatality rates in key SOE mines, 1997–2005

Note: Provinces left blank had no key SOE mines.

Sources: CHGIS, Version 4, Cambridge, MA: Harvard Yenching Institute, January 2007; ZMGN various years.
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Figure 7.6  Geographical pattern of fatality rates in TVMs, 1997–2005

Note: Tibet, Hainan, Tianjin and Shanghai had no coal mines in this period.

Sources: CHGIS, Version 4, Cambridge, MA: Harvard Yenching Institute, January 2007; ZMGN various years.

These variations reflect in part more favourable geological conditions in north China. That region’s coal deposits are of Permo-Carboniferous age and are of higher quality and greater thickness than those in south China, which tend to be thinner, geologically more complex and of poorer quality (Pan 2005a: 18; Naval Intelligence Division 1945: 3: 86). Official figures also suggest that 100 per cent of Chongqing’s mines, 92 per cent of Guizhou’s and 50 per cent of those of Jiangxi and Hunan are designated as ‘gassy’ (Pan 2005a: 19). Figures for gassy pits and for amount of gas drained among key SOEs show particularly high levels in Guizhou and Chongqing (Peng 2007: 61–2).

In the TVM sector, partly in reflection of these geological conditions, technological standards have tended to be lower in south than in north China. In Guizhou, the proportion of mines that had implemented the ‘five eliminations’ – of unsafe equipment and practices such as single shafts, natural ventilation, unprotected lighting, uncontrolled explosions and unprotected electrical switches – was as low as 8 per cent, accounting for less than 20 per cent of output (see Table 7.4). The anomaly is Inner Mongolia: all the other provinces with under 50 per cent achievement were in south and central China and registered high fatality rates. However, Inner Mongolia’s low rate of implementation was reflected in a poor safety record at the time. In 1995, its fatality rate was over ten per million tons, and in 1997–2001 the average was still 9.58. However, thereafter, it improved its record faster than any other province, and by 2002–5 registered an average of only 1.64.

Table 7.4  Proportion of mines achieving the ‘five eliminations’, 1995







	Province
	%



	Shandong
	96


	Shanxi
	82


	Heilongjiang
	79


	Henan
	73


	Anhui
	70


	Hebei
	64


	Shaanxi
	47


	Hunan
	40


	Sichuan
	27


	Jiangxi
	22


	Inner Mongolia
	20


	Yunnan
	10


	Guizhou
	8






Source: Ye and Zhang 1998: 134, 138, 143, 148, 155, 163, 165, 172, 179, 183, 187, 192, 198.


In addition, long-term development of technical and managerial expertise in coal mining possibly helped build safer mines in both the SOE and the TVM sectors. Hebei, Shanxi and Shandong had all been key mining provinces before 1949 and were able to build up considerable expertise. The Ministry of Coal attributed the fact that the TVM fatality rates in Shandong and Shanxi were far below the national rates even for local SOEs to the active promotion of quality standards (Ye and Zhang 1998: 7). The provinces of central and south China tended to have shorter histories of modern mining – Leiyang, in southern Hunan, was a major producer up to the nineteenth century (Wright 1984: 9) – and the accumulated skills specifically in relation to mining technology were less than in the north.

The three provinces of the north-east appear to be anomalous in this respect because, despite their long history of modern mining, especially in Liaoning, they have only moderate safety records for SOEs and somewhat worse than that for TVMs. For the SOEs, this poor result reflected the economic difficulties faced by a region and an industry that were in decline. The north-east in general was a rustbucket case with rapidly diminishing employment opportunities. In Heilongjiang, 40 per cent of the equipment of the five largest mines was being operated beyond the end of its useful life, and 30 per cent dated from the 1950s (ZMB 18 January 2005: 3). The worst accident since 1960 occurred in a Liaoning mine that had gone bankrupt but was then reopened on a contract basis. Moreover, just because of the long history of mining, many mines were forced to go ever deeper, increasing the risks: most are now more than 600 metres deep (ZMB 18 January 2005: 3).

On a much more general level, one possible explanation for geographical variation might focus on different levels of income and state capacity. On the whole, industrial accidents decline with rising income. Higher incomes tend to bring with them a more developed economic structure and more alternatives for those seeking employment. In addition, higher levels of education lead to safer work practices and are an indicator of greater state capacity – and thence infrastructural ability to control coal safety (Schwartz 2003; Andrews-Speed et al. 2002).

However, there is only a weak correlation between provincial income levels and their coal safety performance. Of the best-performing provinces, only Shandong has clearly benefited from the rapid development of the coastal areas. Moreover, if the determinants lie outside the industry itself – for example, in income levels or state capacity – one would expect a similar regional pattern in non-mining occupational fatalities. But there is virtually no correlation between rates of mining deaths (per million tons) and rates of occupational deaths (per worker) in other (non-agricultural) industries (ZASN 2000–7).1 Moreover, the two very rich provinces of Zhejiang and Guangdong both have very poor records. Indeed, the former has by far the worst record for TVMs. However, output in that province was very small – less than in any other province, except for those with no coal output at all.

The case of Guangdong is slightly different in that its output, while also small by national standards, was much larger than that of Zhejiang. It suffered over one hundred fatalities in both 2004 and 2005, so that cannot be dismissed as a statistical artefact. In order to understand this result, we need to recognize that a province is a very large unit in China, and there is a high degree of internal differentiation. G. William Skinner (1994) provided a sophisticated analysis of differential development in the Lingnan macro-region well into the reform period, though Meizhou, the main coal mining area within Guangdong, was in fact in the adjoining Southeast Coast macro-region. Meizhou was much poorer than other areas of the province, with a per capita product little more than a third of the provincial average, and lower than the average of any province except Yunnan, Guizhou and Gansu (Guangdong tongji nianjian 2008: 3-26; ZTN 2005: 3-11). In any case, the generally high level of development of Guangdong is reflected in the decision by the provincial government to exit coal mining altogether following the serious disaster in 2005 (NDRC 2006).

Proximate Causes of Coal Mine Fatalities and the Continuing Incidence of Major Disasters

The immediate triggers or proximate causes of Chinese coal mine disasters might include: explosions (of either methane gas or coal dust); floods (mostly with water coming in from abandoned workings of old pits); roof falls; and accidents with coal transport. The distinctions are important because technology allows different levels of control over different kinds of risk. Underground mining is inherently dangerous, and there is probably an irreducible level (even if that level is never reached in actuality) of accidents caused by roof falls; most such accidents involve individuals or small numbers of workers, though they are no less tragic for the people involved. On the other hand, the technology necessary to control or even eliminate gas and coal dust explosions, which cause most of the largest disasters, has been known for over a century. In Europe and North America, deaths caused by explosions declined steeply from the second quarter of the nineteenth century and were very rare after the early years of the twentieth. In Britain well over a century ago, the introduction of safety lamps and the increased insistence on mechanical ventilation in gassy mines sharply reduced the incidence of both gas or coal dust explosions and large-scale disasters (Hair 1968: 553; Church 1986: 587). As a result, both the number and the percentage of deaths caused by explosions fell almost continuously, from an annual average of 263 (25.4 per cent of the total) in 1873–82 to 52 (5.3 per cent) in 1923–32, while most fatalities came to occur as a result of roof falls and involved only a small number of workers at a time (Hair 1968: 557).

By contrast, explosions have continued to occur regularly in China, causing heavy loss of life. Between 1991 and 2001, gas explosions caused 71–83 per cent of fatalities in accidents involving three workers or more (ZMB 29 August 2002: 1). As is shown in Table 7.5, even in the SOE sector explosions still account for a much higher proportion of total fatalities than they did in early twentieth-century Europe. Still more vulnerable are the larger TVMs, reflecting Leboutte’s ‘phase of industrialization’, with substantial numbers of workers working in a relatively unmechanized and unregulated environment. In Guizhou between 1966 and 1985, gas caused 70 per cent of the fatalities in TVMs and only 27 per cent of those in SOEs; roof falls were responsible for 16 per cent and 34 per cent, respectively (Guizhou sheng 1989: 240).


Table 7.5  Proximate causes of coal mining fatalities in China (1994–2006), Europe (1873– 1933) and the United States (1912–23)

[image: ]

Sources: ZMGN 1996–2006; Mines Department 1940: 207; Leboutte 1991: 719; Boal 2009: 102.

Notes: These figures were not all compiled on exactly the same basis. * For subcategories: 1994–2004 only.

As a result, China has continued to suffer from major mining disasters of a kind that are basically preventable. In the English-speaking world, including Australia, the United Kingdom and the United States, there has not been a single coal mining disaster costing over fifty lives since 1972 (United States Department of Labor 2010a). By contrast, China has suffered seventy-one such disasters since 1972. Figure 7.7 shows the pattern since 1978. As Table 7.1 showed, the problem is still far from resolved.
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Figure 7.7  Major coal mining disasters in China, 1978–2010 (more than fifty fatalities)

Note: The columns show total fatalities in large disasters costing fifty lives or more. Individual disasters are distinguished by different shading.

Sources: MGB 1998: passim; Wang Jiefan and Li Wenjun 2002: passim; ZMGN various years; SAWS 2010a: 90–2.

Despite the continued incidence of major disasters, there has been a degree of, albeit ambiguous, improvement. Table 7.6 shows that the percentage of deaths attributable to explosions fell from almost half in the 1990s to just under one-third in the 2000s. Most of the improvement occurred in the TVM sector, while the key SOEs were an exception to the pattern, which is hardly surprising given the incidence of massive disasters in the early 2000s – and the worst year of 2005 is not even included in the statistics. In Guizhou, the number of deaths from gas explosions fell from over 600 to under 170 between 2000 and 2007, and from over 80 to 30 per cent of total fatalities (Wu Weihai and Long Zugen 2009: 25).


Table 7.6  Explosions as causes of fatalities, 1990s and 2000s (percentage of total)








	Category
	1994–9
	2002–7*



	All mines
	49
	32


	Key SOEs
	41
	44


	TVMs
	53
	32






Sources: As for Table 7.4.


Note:* For subcategories: 2002–4 only.


Coal Safety Regulation

Although the issue remains controversial, many observers believe that state regulation has been an important factor in promoting work safety in both the United States and Britain and in bringing about long-term reductions in fatality rates (Braithwaite 1985: 83; Nichols 1997: 79). After reviewing neo-classical theories arguing that regulation will only make everyone worse off, Peter Dorman (1996: 128) concluded that it ‘has consistently been the most effective strategy for improving the lot of the worst-off workers’. One study (Lewis-Beck and Alford 1980) also argued that at least some legislative initiatives resulted in major improvements in US coal mine safety. That study and one on China (Shi Xunpeng 2009) both concluded that legislation has an effect, but a lagged one, and Shi argued that the incidence of major accidents is reduced first because safety expenditure is initially directed to the most cost-effective uses.

In China since 1949 the state has been closely concerned with mining safety, and the narrative on government policy and safety legislation closely follows that on China’s broader political development (Zhao Quanfu 1990; Dangdai Zhongguo 1988: 178–80). During the 1950s, new institutions were established, legislation enacted and accidents sharply reduced. The government promulgated a number of regulations covering coal safety and also established safety inspection institutions at the central, provincial and mining area levels (MGB 1998: 3). Safety institutions enjoyed increasing levels of staffing, with safety staff at Datong, a major coal centre, growing from 32 to 75, and at Taozhuang (Shandong) from 5 in 1949 to 54 by 1956 (Shanxi sheng 1993: 252; Chen Chang 1995: 297). As we shall see in the next chapter, however, many of these regulations and institutions fell into disuse during the Great Leap Forward and, after a short-lived improvement in the early 1960s, during the Cultural Revolution.

The basic guidelines and institutions for coal safety were re-established during the 1980s and further refined in the 1990s and beyond. Reflecting the broader building of a legal system in China, a difference even from the 1950s was the enactment of a series of formal laws prescribing work safety, mine safety and labour conditions. These laws, which are tabulated in Table 7.7, were then backed up by more specific regulations and standards, and in most cases local regulations supplement the national laws.


Table 7.7  Key laws and regulations relating to mine safety







	Year
	Law or regulation



	1992
	Mining Safety Law


	1992
	Coal Mine Safety Rules


	1994
	Labour Law


	1994
	Methods of Managing Coal Production Permits


	1994
	Regulations for Managing Township and Village Mines


	1996
	Coal Law


	1996
	Mining Safety Implementation Regulations


	1996
	Small Coal Mine Safety Rules


	2001
	Coal Mine Safety Rules (new set)






Sources: Dangdai Zhongguo 1988: 236–7, 1992: 178–80; ZMB 18 October 2001: 1.


Note: This list does not include all the various pieces of legislation (for a full list, see Chen Hong 2006: 372–4).


The laws cover two broad areas: technology and management (Zhou Qiping 2001; Dangdai Zhongguo 1992: 178–80). They stipulate minimum technological standards – for example, the need for proper ventilation, involving at least two shafts (one for the ingress of air, one for the egress), in order to reduce the incidence of explosions. In terms of management, they require the establishment of safety departments under the direct leadership of the line managers and a clear system of responsibility for safety, and specify procedures for reporting and dealing with accidents. Finally, government inspection institutions at all levels monitor and enforce the implementation of the regulations. In the 1980s, a ‘two-track’ system was established, with safety organs at different levels each checking the work of the others (Xu Xingqiao 1989: 252).

A range of penalties, both administrative and criminal, back up the laws. Even without any accident having occurred, mine inspectors can issue warnings, impose fines, or recommend the closure of mines or the imposition of administrative or legal penalties (Wu Yanyun 2001: 50–1). During a province-wide inspection, the Henan Safety Bureau issued a small number of on-the-spot fines and a much larger number of orders to rectify the situation, as well as twenty-four orders to stop work on the coal face concerned and thirty-six to stop using certain pieces of equipment (ZMB 14 March 2002: 1).

The severest criminal and other sanctions are imposed after accidents. Whether this is the most productive approach is questionable. Indeed, Chinese scholars have pointed out the problems of criminal provisions that solely focus on results in the form of accidents rather than on the creation of risk itself (Yue 2006: 82). Similarly, John Braithwaite (1985: 140) argues that it is far more important to impose penalties for violating safety regulations in the absence of an accident; indeed, he recommends against prosecution after an accident on the grounds that the social opprobrium after ‘naming and shaming’ will be so strong.

In the late 2000s, the maximum penalty in China’s criminal law for causing a serious industrial accident was increased from seven to fifteen years’ imprisonment (Yang Jun 2009: 47), though there were no additional financial provisions for the confiscation of assets, which increased the incentive for mine owners to run the risk (Yue 2006: 82). But it is often difficult to determine responsibility: in some cases, such as that of Qitaihe in 2005, responsibility had not been determined even two years after the event (CCTV 2009). Moreover, penalties often did not reflect the letter of the law. After a serious accident in Jincheng (Shanxi) in 2007, the main mine owner was sentenced to an indefinite term of imprisonment and other mine officials or investors to terms ranging from one to twenty years. On the other hand, the local Party and government officials generally suffered only administrative penalties, such as expulsion from the Party or demotion (Shanxi sheng 2007: 20–1). In Yulin (Shaanxi), penalties were generally limited to fines, which meant there was insufficient incentive for managers to obey the rules (Wang Liang et al. 2010: 77).

In all, China has developed a wide-ranging and sophisticated system of legal and regulatory institutions for promoting coal safety (Homer 2009: 428–32). However, government regulation may be a necessary, but insufficient, condition for safety (Suttmeier 2008: 142); and, despite the efforts of the government and Dorman’s argument for the effectiveness of regulation, China’s accident rate has remained high throughout the PRC period. European experience has shown that many of the problems underlying this high fatality rate have technological solutions, and we need to examine how far the legislation is implemented in China. For example, single-shaft mines (which provided insufficient ventilation) were banned as early as 1950 (Zhongyang renmin zhengfu 1953: 84, 110). Even in the early 2000s, however, many accidents were still attributed to the existence of only a single shaft (see, for example, CCTV 2002), though a senior academic in Harbin strongly argued to me in 2009 that all of these had now been eliminated. For all the laws and institutions, in practice the position of safety inspectors vis-à-vis the mine management is much weaker than in the West, even in the case of large mines. In 2007, the Xinwen mine in Shandong resisted the advice of safety inspectors to close the mine because of the risk of flooding, leading to a disaster costing over 170 lives (Feickert 2010: 2); while as late as 2009, the Longmei Combine (Heilongjiang), a key SOE, ignored several instructions from the safety authorities to close one of its mines because of safety problems, and consequently 108 men lost their lives in the November 2009 explosion (CCTV 2009). To understand these issues, we need to look more deeply into China’s changing political economy.


1 The r2 of a comparison for the years 2000–7 is 0.08, though the relationship is mildly positive.



8    Coal Mine Safety

Political Determinants

Introduction

The determinants of industrial safety can be analysed on various levels. The proximate causes or triggers were examined in the previous chapter. Beyond that, authors such as Herbert Heinrich, who focused on the individual, have argued that most accidents are caused by human error or failings (Heinrich et al. 1980: 46–9). Pan Weier (2005a: 20) likewise estimated that accidents involving human failure to obey regulations and rules cause 99 per cent of deaths in Chinese mines. In one of the most thorough analyses of coal safety, Chen Hong (2006) also focused on ‘unsafe behaviour’. Other authors (Braithwaite 1985: 19; ZMB 26 October 2000) cited organizational and communication problems as the causes of specific accidents. Certainly, reducing human error and improving organization and communication can make vital contributions to improving industrial safety.

At a deeper level, however, the frequency and effects of human errors and organizational failings reflect the broader social and economic context. What Theo Nichols (1997: 103) called ‘the determinants of the determinants’ can mostly be found in the system of political economy and the struggle between different groups within it. Failure to implement safety rules is more often a matter of priorities rather than simple ignorance or carelessness, and even John Braithwaite (1985: 87) admits that corporate violations (of safety regulations) ‘lie more in the domain of calculated risks taken by rational people’.

This chapter will attempt to use Nichols’ insights to argue that the structure and dynamics of China’s political economy have been crucial in determining its coal safety record. While Nichols focused mainly on capitalist society, the patterns of China’s political economy under socialism, reform and capitalism variously determined the trajectory of coal safety outlined in Chapter 7.

The Political Economy of Coal Mine Disasters Under Socialism

The establishment of a relatively privileged status group of urban SOE workers in China after 1949 was reflected in an improvement in coal safety. The new government moved quickly to show its concern for coal miners. As the chief engineer of China’s state mines wrote: ‘In the darkness of pre-Communist China, the safety of coal miners had no guarantee. But after 1949 the working class became the masters of the country, and coal safety was given a high priority’ (Zhao Quanfu 1990: 96–7). As early as November 1949, the government convened a national coal mining work conference and enshrined the phrase ‘Safety first in coal mine production’ in an official document in May 1950 (MGB 1998: 3; Shanxi sheng 1993: 252). This ideological priority was accompanied by sustained efforts to promulgate safety regulations and establish safety institutions.

The state also directed 48 per cent of total investment in coal mining into equipment that promoted safety (MGB 1998: 3). In general, mechanization is positively related to work safety (Nichols 1997: 114–15, 181), and the mechanization of the large mines under relatively soft budget constraints substantially improved the situation. A major priority was the installation of mechanical ventilation, and in the early 1950s a total of 3000 staff members worked in departments responsible for ventilation (Dangdai Zhongguo 1988: 232). Between 1949 and 1953, the proportion of coal cut in mines using mechanical ventilation increased from 30 to 90 per cent (Zhongguo laodong renshi nianjian (1949.10–1987): 801). In addition, the state began to close small and unsafe coal pits, and concentrate production in large, modern mines (Shanxi sheng 1993: 252). As a result of these initiatives, fatality rates fell very sharply in the first years of the PRC, from 23 per million tons in 1949 to an average of 7–8 in 1952–7 and just under 10 in the long period 1952–78.

Nevertheless, the relationship between state and workers in China’s socialist economy was more complex than the rhetoric suggested. Workers were differentiated into hierarchical status groups (Walder 1984: 28–40). Like wages and other benefits, safety conditions were closely correlated with the size of the enterprise and its place in the administrative hierarchy. Broadly, the safest mines were the largest and those under central state control. Medium-sized mines run by provincial, prefectural or county governments came next, while the workers in the small rural commune- or brigade-run mines suffered the worst conditions. Table 7.3, above, showed that miners in medium-sized or small mines worked in an environment that was around twice as dangerous as in large state mines.

Competing development models also had different implications for industrial safety. Even though Mao emphasized socio-political as well as economic aims, the mobilizational and labour-intensive model generally associated with him involved the use of large amounts of labour to substitute for capital and almost inevitably caused problems for labour conditions and safety, especially – though not only – during the Great Leap Forward. Even in the UK in the 1970s, ‘the political economy of speed’ put a low priority on safety during the development of the North Sea oilfields: the political imperatives for rapid development far outran any attempts to establish a legislative or regulatory framework to ensure work safety, and there was a general tolerance of failure to abide by those regulations that were in place (Carson 1982; 84–138). These political exigencies reflect in somewhat extreme form the negative correlation between industrial safety and normal business cycles in the West. The relationships between safety and both political and business cycles involve the same intermediate mechanism: a pressure to expand production, leading to a shift in the balance between increasing output and maintaining safety and quality (Kallgren 1969: 562). Over the whole socialist period, China’s adoption of an extensive and ambitious pattern of growth constrained any improvement in coal safety. After the initial dramatic improvement in 1949–51, there was no later trend towards safer mines: excluding the Great Leap Forward period, fatality rates in key SOEs between 1953 and 1978 (there are no figures before 1953) showed no improvement.

The forces were most clearly at work during the Great Leap Forward, when crash industrialization and extravagant targets for increasing production (most famously of steel and grain, but also of other goods) played a central role. The high targets for steel greatly increased the demand – and targets – for coal (Zhang Tongle and Bi Shuntang 2006: 6). The dominant economic slogan was ‘more, faster, better, more economical’, with the emphasis very much on the first two. As Liu Shaoqi said: ‘There are two ways of accomplishing [economic construction]; one way is to do things quicker and better, and the other to do things slower and aim at lower standards’ (quoted in MacFarquhar 1983: 56). Mao extolled the capacity of subjective initiative to achieve targets, regardless of objective constraints. Therefore, coal output was placed above the maintenance of machinery or even the provision of adequate support for coal faces. Workers laboured for days on end without rest (Liu Tiemin 2009: 27). Moreover, meeting the targets required a massive influx into the coal and steel industries of largely unskilled labour coming directly from the agricultural sector.

At the same time, there was an attack on safety institutions, though of course neither in China nor in the UK was it put as directly as W. G. Carson’s (1982: 139) sub-heading ‘Safety Second’. Under the policy of ‘great destruction and great construction’, safety regulations were criticized and then ‘simplified’ or abolished: in May 1960 a national conference reduced the number of safety regulations from 954 to 48 (MGB 1998: 4; ZMZ 1996c: 270; Yan Ye 2009: 43). Many safety institutions were also dismantled as enterprises concentrated resources on line management and production rather than staff departments. In Liaoning, safety institutions were seen as ‘stumbling blocks’ in the way of production and officials were ‘sent down’ to participate in labour (ZMZ 1996c: 268). At Datong and Yangquan (Shanxi), the organization in charge of safety was demoted from bureau to office level (Shanxi sheng 1993: 253). As small-mine production in Sichuan increased by over four times in 1957, those who focused on safety and environmental issues were criticized for overlooking its essential contribution to rural coal consumption (He Baisha 1958: 12–13).

The prioritizing of production over safety lay behind the massive explosion at Datong that killed 684 miners. In May 1960, when the disaster occurred, a series of articles in the coal mining trade magazine called for the maintenance of high production levels (see, for example, Meitan gongye 1960). Despite the mine’s stated capacity of 90,000 tons, the push for production led to a 1959 output of over 120,000 tons and a 1960 target of 152,000. The Party Committee proclaimed to a meeting of workers: ‘Production is the aim, safety is the means. When production and safety come into conflict, we must focus on production.’ They also said: ‘Coal production is a special case; there will always be accidents.’ As a result, potential safety problems were ignored and experienced workers and cadres warning of the dangers were denounced as ‘right deviationists’ or ‘rightists who had slipped through the net’. Even an old worker who had experience of gas explosions in Manchuria under the Japanese and knew that gas levels were several times higher than safe limits still did not dare, in the climate of revolution, to ask for leave not to go down the mine. Mining coal took precedence over all other tasks, including the provision of suitable ventilation. The deputy mine manager ordered the foremen to concentrate on production, so that the sprinkler system remained unused the whole day, resulting in a build-up of dry coal dust and the consequent massive explosion. The deputy Party secretary of the time, recalling these events, admitted that ‘our brains burned with enthusiasm, management and safety provisions just could not keep up’ (Wang Jiefan and Li Wenjun 2002: 1440–1).

In the aftermath of the disaster, there was no attempt to examine any link between the Great Leap policies and the disaster, but rather a witch-hunt for counter-revolutionary elements. Anyone who was not down the mine at the time for any reason was targeted, and mutual recriminations became the norm. In all, 709 people suffered political criticism and sanctions, 398 cadres and technicians sacked, and 462 ‘impure’ workers transferred. Nevertheless, the final report a year later admitted: ‘We have still not discovered the counter-revolutionary threat that led directly to the explosion’ (Si 2003: 44).

The Datong explosion was not the only example of the disastrous effects of the revolutionary atmosphere. After attending a safety conference, a local mine manager in Nanling County (Anhui) did not genuinely implement the policies, always allocating many production tasks but taking few safety measures; as a result, an explosion claimed the lives of seventeen workers (Anhui meikuang 2004: 29). A serious disaster near Chongqing in late 1960 was the result of managers, desperate to fulfil their annual targets, ordering mining to take place in an area known to be prone to fire without approval from the local Coal Bureau (Wang Jiefan and Li Wenjun 2002: 44). At the Gaodingshan mine (Sichuan), managers had denounced concern with rockfalls as ‘rightist deviationism’ and failed to take precautions; as a result, eighty-two miners were killed in 1961 (ZMZ 1997b: 287).

In this respect, as in many others, the Cultural Revolution saw the revival of Great Leap policies but in a less extreme and uniform way. After 1966, a focus on safety came to be seen as a manifestation of the ‘bourgeois philosophy of survival’, and safety regulations, like other regulations, as means to ‘control, check and oppress’ the workers. Safety work was criticized, mine safety regulations discarded, and safety institutions dismantled as stumbling blocks, while worker factionalism and unrest militated against the enforcement of safety procedures (MGB 1998: 4; Guizhou sheng 1989: 235). In Liaoning, there was no supervision of safety for ten years. In the period of military control, although safety organizations existed, it was very hard for them to fulfil their proper functions (ZMZ 1996c: 269). The safety office at Jiaozuo (Henan) was merged in 1968 to become part of the production team of the mine’s Revolutionary Committee (Xu Xingqiao 1989: 252). In Yizhang County (Hunan), the county-level safety institutions were dismantled so that commune and brigade mines could proceed without supervision. In June 1966 three workers were suffocated when they attempted to mine coal from an abandoned pit. Safety institutions and procedures were also undermined when armed struggle broke out (Yizhang xian 1995: 142, 144, 149).

After a period of chaos in the late 1960s, new sets of institutions and regulations were promulgated from 1970, for example in Jiangsu (Jiangsu sheng 1999: 253). But they had little effect on the overall situation, as the record of the 1970s was worse than that of the 1960s. The reformist narrative states that, despite the efforts of Zhou Enlai and Deng Xiaoping, the Gang of Four ensured that safety regulations remained just on paper, for example denouncing the ‘Summary of the National Work Safety Conference’ as ‘the product of a rightist attempt to reverse verdicts’ (Xu Chuanfu 2007: 100). Numbers of safety personnel increased but remained under half the pre-Cultural Revolution levels (Liu Tiemin 2009: 31).

Reports of investigations into individual disasters repeat the above criticisms and stress the neglect of safety work due to the influence of extreme left thinking. After the safety institutions were ‘smashed to pulp’ in 1967, there were two massive coal dust explosions at the Xinwen mine (Shandong) in 1968 and 1969. The management ignored the safety directive handed down from the centre after the first disaster and failed to improve conditions so as to prevent the second (Wang Jiefan and Li Wenjun 2002: 1445–6). Somewhat more specifically, a report on a 1973 gas explosion at Liaoyuan (Jilin) pointed out that the mine’s safety personnel had been sent to the countryside and their departments abolished; management was under the control of the army and the rebel faction, and they focused on production, not safety (Wang Jiefan and Li Wenjun 2002: 75). Pressure to increase production likewise led mine managers at Fushun (Liaoning) repeatedly to demand the reopening of mines that had been closed for safety reasons after earlier accidents. In what later observers called ‘a typical example of the damage done by grasping production and ignoring safety during the Cultural Revolution’, this led to further fatalities when workers succumbed to gas poisoning (Wang Jiefan and Li Wenjun 2002: 1158). Although neglect of safety was attributed to the extreme left politics of the time, however, few reports give such specific reasons to support this attribution.

Given the chaos of the period, these factors acted in a much less uniform way than during the Great Leap. The institutional and financial investment in safety in the period of readjustment continued to have an effect during the late 1960s (MGB 1998: 4). The problems tended to be cumulative, so, on the whole, the record in the 1970s was worse than that during the height of the Cultural Revolution in the late 1960s. Geographically, policies and priorities varied quite widely. In some places, safety cadres succeeded in maintaining safety procedures. At Pingdingshan, the period was described as one of ‘tortuous progress’, in which, despite constant interference from supporters of Lin Biao and Jiang Qing, safety staff remained at their posts and, with the exception of one disaster, maintained a relatively safe work environment (Pingdingshan kuangwu ju 1995: 173).

Even beyond the Cultural Revolution, in the Hua Guofeng interregnum, ‘leftist’ thought still prevailed, with the mobilizational model still prevalent and the Ten Year Development Plan called a ‘Foreign Leap Forward’ (Bramall 2009a: 167–8; Liu Tiemin 2009: 33). Despite efforts to repair the damage done during the Cultural Revolution, optimistic production targets under Hua Guofeng again diverted attention from safety issues (Dangdai Zhongguo 1988: 234). As a result, little specific institutional attention was paid to safety, and the national safety record remained very poor throughout the late 1970s (Zhu Xiaoming 2008: 183).

The Political Economy of Coal Mine Disasters Under Reform

Both the safety picture and the underlying economic situation that determined it became much more complex in the reform period. Between 1978 and the early 1990s, the death rate declined within each category of mine, but the total number of deaths increased. How do we locate these two trends within China’s political economy? First, the abandonment by the Deng leadership of most, though not all, aspects of the previous mobilizational and extensive pattern of growth created the conditions for improved safety and made less likely the imposition on the workers of breakneck levels of labour intensity. While during the 1970s it was, by all accounts, the low level of labour effort that adversely affected industry, the potential remained for the sort of mobilization that had occurred in the Great Leap and the Cultural Revolution. That model was now discarded and more regular levels of labour effort were expected. Moreover, in the early 1980s, the policy of readjustment entailed temporarily accepting a lower rate of growth and thus allowed safety to have a higher priority.

At the same time, the state continued to protect the SOE workers and refrained from imposing hard budget constraints on enterprises. The level of competition faced by the SOEs remained limited, even as potential competitors emerged. So they were able to implement a relatively rapid programme of mechanization: the proportion of coal cut mechanically in the large SOEs more than doubled – from 32 to 72 per cent between 1979 and 1992 (ZMGX 2006: 161–4). In provinces such as Henan and Hunan, mechanized coal cutting and automatic hydraulic supports were widely introduced from the late 1970s, which helped to reduce fatalities from roof falls (ZMZ 1996b: 330, 1997a: 305). These changes provided the impetus for a much-improved safety record in the large mines.

The state also strengthened its commitment to safety, yet again promoting the slogan ‘Safety first’ and promulgating or re-establishing safety regulations and institutions. Moreover, from 1979 the state required mining enterprises to set aside at least 20 per cent of their technical renovation funds for safety investments, and from 1980 the State Economic Commission allocated 80 million yuan per year to the Ministry of Coal to promote safety (Wang Shuming 2008: 133). In the major mining areas, state intervention also extended to the TVM sector: a senior coal manager in Shanxi described TVM development in the 1980s as healthy and stable. As a result, he concluded, ‘In that period there were basically no major accidents and only a few minor ones’ (Zhongguo jingji shibao 11 July 2007: 4). The state’s commitment to safety was seriously implemented. A senior mining engineer in Guizhou, when asked why the safety record in the 1990s failed to reproduce the earlier improvement, attributed it without hesitation to the weaker state control of the latter decade (Interview 2004c).

Likewise, the high number of deaths originating in the growing TVM sector reflected broader trends. The government’s aim was to increase output rapidly at minimum cost to state funds. As was shown in Chapter 4, TVM output rose rapidly throughout the 1980s – by over three times between 1980 and 1990 – and increased from 18 to 36 per cent of total coal production. The cost of this success was borne by the workers through higher fatality rates and by the environment (Pan 2004a: 7). Low costs were central to the success of these mines, as they were for Britain’s ‘traditional capitalists’ (Dwyer 1991: ch. 1), who employed a labour-intensive mode of production where safety expenditures were pared to the minimum. Similarly, China’s TVMs skimped on safety standards. In Hunan, 345 out of 432 collective mines in Yongxing County in 1983 lacked proper safety provisions: 86 operated with only one shaft, 93 with no mechanical ventilation. In Chenxi County, only 6 of even the 156 fully licensed TVMs implemented the safety regulations (Chen Ying 2004: 67; ZMB 15 September 1994: 3). In one mine in Zhangjiakou (Hebei), the owner saved money by not buying gas-detection equipment. He used a pigeon instead. As a result, there was a fatal accident (Li Rentang 2002: 9).

In addition, the TVMs mainly employed relatively untrained workers recently transferred from agriculture. While there are many problems in ‘blaming the victims’, the low level of safety consciousness among the TVM miners (which, however, was structural rather than contingent) was one factor behind their high accident rate, as deaths in the sector increased from around 1200 a year in the late 1970s to over 5000 by 1990; in some counties, such as Yongxing, death rates approached 60 per million tons (Chen Ying 2004: 115).

While there were some local improvements in the 1980s, the TVM fatality rate overall did not fall until the early 1990s, after which it again stalled for close to a decade. The earlier high death rates may have been in part start-up costs in a situation of rapid growth. An increase in the TVM fatality rate in Huangling County (Shaanxi) in the early 1980s was the result of rapid growth, though the local government later took action to improve safety (Huangling xian 1995: 266). Production methods in most mines were very primitive and mine operators paid little attention to safety. As late as the turn of the century, one official graphically described the perils of working underground in small mines, where lighting was by the occasional incandescent lamp, fans for ventilation were switched on only briefly every twenty minutes or half-hour, and coal faces as high as churches had no timber support (ZMB 27 March 2001: 1). In 2007, some small mines in Anhui were still using equipment dating from the 1920s and 1930s (Zhongguo qiye bao 12 October 2007: 3).

Despite the poor overall situation, the fatality rate did fall in the early 1990s, possibly because the growth of TVM output slowed (from over 16 per cent per year in 1978–85 to a still-buoyant 8 percent in 1986–95) and possibly because of an element of learning by the central and local states. Alarmed at the very high death rates, the state had attempted from 1983 to strengthen control and management (Ye and Zhang 1998: 31–2), though implementation remained uneven. On the local level, in Huainan City (Anhui), a major coal mining centre, early TVM development was chaotic, leading to a series of disasters, particularly a flood in 1987 that killed twelve workers and also interrupted the operations of the large SOE mine. The official report partly blamed lax control by the local government, as a result of which the mayor was reprimanded, and the state intervened to reduce the number of pits from 284 to 62 and greatly improve the safety record (Ye and Zhang 1998: 206–7; Wang Jiefan and Li Wenjun 2002: 1774). Similarly, in Zuoyun County (Shanxi), the local authorities adopted a ‘safety first’ policy from 1982, working to raise technological levels; according to the county head, an investment of almost 80 million yuan enabled all the mines to fulfil the safety criteria, and between 1983 and 1987 the death rate fell from 3.3 to 1.5 deaths per million tons (Zhang Fu 1988: 31). In Lengshuijiang (Hunan), three-quarters of TVMs switched from natural to mechanical ventilation between 1980 and 1987 (Hunan sheng 1994: 210). On a national level, however, the improvement was uneven and temporary, and stalled after 1995.

The Political Economy of Coal Mine Disasters Under Capitalism

This section will examine the major factors affecting safety during the period of capitalism. It will conclude that the balance of these factors resulted in the stagnation in safety conditions during the 1990s. From the early 2000s, however, although many of the same factors were still at work, a changed balance led to a rapid improvement.

Capitalism, Cost Cutting and the Hard Budget Constraint

The very move towards a capitalist mode of economic organization impacted on worker safety through a harder budget constraint on enterprises and the concomitant withdrawal of the protection for urban workers. The economic environment of SOE mines became one of increasing price competition. The hardening of budget constraints from the mid-1980s, accelerating from the late 1990s, caused growing conflicts of interest between workers and managers. In addition, mine budgets were squeezed by the ‘five great burdens’ – high taxes, high railway charges, high cost of building up reserves to cover the closure of exhausted mines, high social burdens, and artificially low prices of coal supplied to power stations. SOE managers were forced to respond by reducing costs. Cutting safety expenditures had little short-term effect on production or enterprise income, so managers took the easy option of sharply cutting those expenditures, which created a range of safety hazards as equipment was allowed to deteriorate and new safety measures were not implemented (Pan 2005a: 17, 20).

A second major area of cost saving was the employment of cheaper rural labour to supplement – and increasingly replace – more highly trained urban workers. This almost inevitably detracted from safety. This is true across all industries: 90 per cent of deaths in urban industry are of migrant workers, who make up only half of the workforce (Thorborg 2006: 899–900). At the Nantong coal mine (Chongqing), rural workers accounted for 83 per cent of infractions of regulations, 94 per cent of workers injured and 82 per cent of workers killed, but less than 50 per cent of the underground workforce (Jingli ribao 20 March 2007: C03; ZMGN 2006: 193). While there has certainly been a tendency, in this as in other areas, to blame migrants for everything, irrespective of whether it was their fault, experience elsewhere has indicated that newly recruited and less highly trained labour does increase safety hazards (Nichols 1997: 129). In the Xiezhuang mine (Shandong), almost a quarter of fatalities between 1962 and 2001 involved workers with one year’s experience or less (He Shuguo 2004: 151).

A further way to cut costs was to contract out the operation of mines, a practice which elsewhere has detracted from work safety by allowing each party to shift responsibility on to others (Nichols 1997: 95; Dorman 1996: 19; CLB 2001b). An old worker at Jixi (Heilongjiang) attributed the inattention to safety precautions to the contracting out of coal faces to gang bosses (ESJB 1 July 2002; CLB 2002a). Neither the contractors nor the mine authorities were willing to pay for the necessary safety precautions (CLB 2002b).

Budgetary pressures also impelled large mines to attempt to take advantage of low-cost coal production by opening small pits – often operated by ‘labour service’ or ‘diversified economy’ companies. This enabled SOEs to expand production cheaply without major new investment and also often provided employment for their laid-off workers. Such pits were the sites of several major disasters, for example at Hegang (Heilongjiang), where fifty-four miners were killed in May 2001 (ZASN 2000–1: 448–9). In response, the government decided that all such pits should be closed, and 739, mostly in Shanxi, Heilongjiang and Jilin, were shut down (CCIN 2001 and 2002).

The Impact of Business Cycles

Marketization also inevitably meant that the capitalist business cycle played a larger role than previously. Business cycles have contradictory implications for safety. In the short and medium term, industrial accidents are positively correlated with the business cycle, because of the pressure to increase production as sales boom (Nichols 1997: 128–9, 137; Dorman 1996: 15). Depressed market conditions, on the other hand, can make it more difficult to find the resources to reduce risks and improve safety. In the long term, according to the ‘first rich, then green and safe’ hypothesis, rising incomes created in the upswings of business cycles can provide these resources (Suttmeier 2008: 134).

Increased work pressures did, as the conventional view suggests, negatively impact on coal safety during the boom of the 2000s. Both SOEs and TVMs strained to increase production and workers put in extra shifts to win bonuses, so that safety took a back seat. A leading official concluded: ‘The more coal prices rise, and the better the economic situation is for coal enterprises, the greater the effort the government must put into safety’ (Xinhua 2002a; see also ZMGN 2006: 455). An analysis of China’s safety record found that each of the three major peaks of coal mining accidents (the early 1950s, the Great Leap Forward and the early 2000s) could be explained largely by pressure to increase production, leading to abovecapacity working (Zhang Tongle and Bi Shuntang 2006: 8). In 2003, SOE mines as a whole were producing around 25 per cent above their capacity, and the next year 75 per cent of key SOEs were operating beyond their installed capacity (Pan 2004a: 6; ZMGX 2005: 9). Pressures to increase output overrode safety considerations – before the disasters at Tongchuan (Shaanxi) and Fuxin (Liaoning), workers expressed concerns, but the managers, impelled not just by enterprise profit but by their personal bonuses and political careers, forced the workers to go down the shaft by threatening to dock their wages if they did not (Pan 2005a: 23). In the context of renewed pressure on supplies, the major disaster at Hegang (Heilongjiang) in late 2009 was attributed by the deputy head of the SAWS to excessive pressure to increase output: ‘The mine has too many mining platforms in operation and has sent too many workers down the pit to increase output’ (CD 23 November 2009). In order to maintain production, the practice had emerged to keep the workers underground even when high gas levels were detected; mining work was halted until the gas levels fell, but workers were not allowed to leave (Liaowang xinwen zhoukan 1 December 2009).

For most of the 1990s, however, the coal industry faced a depressed economic situation, with supply exceeding demand, at the same time as budget constraints were hardening, and this negatively impacted on safety. As early as 1992–3, the industry’s economic difficulties were reducing the priority given to safety and restricting the capacity of managers to invest (Li Wenjun and Li Weimin 1994: 16). These pressures meant that reducing the intensity of work in order to improve safety was not an option: in some cases, even to pay basic wages, the management had to push to maximize production (Nanfang zhoumo 7 August 2002). Moreover, the mechanization programme basically came to a halt, negatively affecting safety: the proportion of coal cut mechanically in the key SOEs (which had more than doubled during the 1980s) remained static at just over 70 per cent during the midand late 1990s (ZMGX 2006: 164–5).

Throughout the 1990s and into the 2000s, there was a large and growing deficit in safety investment that became known as the ‘safety shortfall’ (anquan qianzhang). In the 1980s, the central government had allocated 80 million yuan per year for safety investment in the key SOE mines. However, the reorganization of the industry in 1988 led to these specially targeted subsidies being abandoned and to the industry raising funds through a surcharge on coal sales (Li Hejun and Li Zhixiang 2009: 158). Deregulation of prices made this increasingly difficult, and investments began to decline steeply, running at only half the planned level during the Ninth Five Year Plan (1996–2000) and basically reaching zero in the trough of the business cycle in 1997–9, with the result that many obsolete pieces of equipment were not being replaced and conditions deteriorated, especially in the area of ventilation (CLB 2001c; ZMB 17 May 2001: 2). There were different estimates and definitions of the ‘safety shortfall’ – Pan Weier (2004c: 36), for example, included the total investment required to raise capacity to cover over-capacity production. The most frequently cited are those produced in 2005 by a group of forty-five experts, who put the shortfall for the key SOEs at 69 billion yuan, between a fifth and a quarter of their gross value of output and just over 10 per cent of their total assets. One estimate similarly put the TVMs’ shortfall at 200 billion yuan (Tang and Guo 2006: 56; Du Chunzhi et al. 2009: 199; ZJPN 2006: 130).

At sub-national levels, Chongqing, an area with a high accident rate, cut the planned safety investment in mines from 30 million yuan in 1992 to 5 million in 1993 (Li Wenjun and Li Weimin 1994: 17). The Zixing mine (Hunan) invested only 1.6 million yuan in improving safety in 1998, as against the 50–60 million that was necessary; by the mid-2000s, the mine was between 120 and 150 million yuan in arrears in safety investment (Zhongguo jingying bao 21 March 2005). In the run-up to a major disaster in 2002, Jixi (Heilongjiang), one of the largest ‘natural loss-making’ mines, was running 500 million yuan behind on its safety expenditure. Lack of productive investment had left its equipment equivalent to 1960s or 1970s levels (Nanfang zhoumo 7 August 2002; ZASN 2002: 500–2; Nolan 2001: 730).

Despite the continuing hardening of budget constraints, however, the almost continuous rise in coal prices from 2001 to 2008 generated substantially increased resources, some of which were invested in safety. Senior industry officials in Guizhou in 2004 emphasized that increased revenue was being used to improve safety and increase the wages of workers, rather than taken as profit (Interviews 2004b and 2004c). Later, profits did rise, but the higher prices allowed companies, under pressure from a central government much concerned with coal safety, also to address safety issues.

Substantial investments were made during the mid-2000s and went some way to addressing the backlog. Between 2000 and 2003, 1.24-billion-yuan safety investments were made in SOE mines, 22 per cent coming from central state subsidies, 68 per cent from the enterprises themselves and 10 per cent from local governments. In 2006, safety expenditure by the key SOE mines amounted to almost 20 yuan per ton, up almost a fifth on the previous year (Pan 2007: 67). By 2008, the SAWS was claiming that the accumulated shortfalls in safety investment had been discharged (Zhongguo zhengquan bao 15 February 2008). The trend towards mechanization resumed with over 85 per cent of output in the key SOE mines being mechanized by the mid-2000s (Guo Chaoxian 2008: 176).

The pattern is very clear in the case of the Jincheng Mining Group (Shanxi): throughout the 1990s and up to 2002, safety investments were running at about 10 million yuan per year (in current prices, so real investment declined substantially). However, by 2004 this figure had increased to 190 million yuan and in 2007 1.2 billion (Zhu Xiaoming 2008: 191). Annual figures for the Dongtan mine (Shandong) show an average expenditure for production safety of just under 8 million yuan a year between 1995 and 2000, but over 40 million in 2004 and 60 million in 2005 (Wang Xing 2008: 428–9). Even though some of these increases may just have been reclassification of other expenditures, they at least indicated the level of expectations. Most of the investments were aimed at improving ventilation. Control of coal gas had a high priority because of its link to large-scale disasters. By 2007, even in low-gas mines, 97 per cent of central SOEs, 82 per cent of local SOEs and 73 per cent of TVMs had installed gas monitoring and control systems. All of the high-gas mines in eleven key jurisdictions, including Shanxi, had installed methane-extraction systems (ZMB 9 April 2007: 3).

Even then, however, a senior official wrote that safety investments were still influenced by the old Soviet model, mostly being directed towards ‘hardware’, while the ‘software’ – improving safety culture and training – remained relatively neglected (Cheng 2008: 45). Similarly, the very substantial increase in safety expenditures at the Dongtan mine was not accompanied by any increase in the number of safety personnel (Wang Xing 2008: 358). Nevertheless, a study of Xinzhou (Shanxi) attributed improved safety to the higher levels of training and consciousness of management personnel as well as to the more thorough implementation of laws and the reduction in unlicensed mining (Guo Baohou and Tang Runsheng 2008: 17).

Varying Levels of State Commitment

Leadership commitment is crucial to the promotion of safety, partly through the introduction of regulations and legislation but even more importantly through their enforcement and in ensuring economic enterprises fulfil their responsibilities. The Chinese state is capable of bringing about improvements if it puts a sufficiently high priority on them, as it did with aviation safety, though coal mining is a more complex area (Suttmeier 2008: 139–40). During the 1990s, the state’s attention was mostly focused on economic restructuring and the move towards capitalism. More recently, although there has been little change in policy on many economic and political issues, the Hu–Wen leadership has given more prominence to social issues in an attempt to develop a popular appeal.

Changing state priorities and varying levels of commitment are reflected in the official narrative of safety work, which identifies three periods in the reform and capitalist eras: 1978–91, when the Party state re-established safety institutions and was actively involved in improving work safety; 1991–2002, when, during the transition to a capitalist market economy, the predominant trend was to devolve responsibility for safety to enterprises; and from 2003 onwards, when the Hu–Wen government’s emphasis on ‘people-centred’ (yi ren wei ben) policies led to more activist intervention in safety matters (Li Yizhong 2006).

State commitment was weakened in the eyes of many observers by the 1998 transfer of responsibility for work safety from the Ministry of Labour to the SAWS under the State Economic and Trade Commission. This set up a possible conflict between responsibility for production and that for safety. This was particularly the case as the State Administration for Work Safety and the State Coal Industry Bureau were ‘one organization with two names’. At the same time, a reduced number of safety institutions and personnel signalled a weakening of the commitment (Liu Tiemin 2009: 18; SAWS 2007c; ESJB 1 July 2002). The need to separate responsibility for safety from that of production was recognized but rarely instituted, particularly at the local level, and the general subordination of safety institutions to administrative organs responsible for coal production weakened their effectiveness (Yan Ye 2009: 47; Guo Chaoxian 2008: 218).

In addition, during the 1990s, decision-making was increasingly devolved to the enterprises, and from 1993 the Ministry of Coal no longer controlled or allocated funds for safety expenditure (Zhang Tongle and Bi Shuntang 2006: 9). When asked why the safety record ceased to improve in the 1990s, a senior manager in Guizhou attributed this to a lighter degree of state control (Interview 2004c). Devolution of responsibility for safety also led to the downgrading of safety institutions or their merger with other institutions responsible for production. Staff morale was low and salary levels and equipment inadequate (Li Wenjun and Li Weimin 1994: 17). The frequent administrative reorganizations themselves were a constraint on effectiveness (Guo Chaoxian 2008: 218).

The overwhelming priority given by the Chinese state to regime preservation has also meant there has been no toleration of independent workers’ organizations, which are seen by many as major potential contributors to improving safety. The official unions are closely integrated into the corporatist state, while unofficial unions are ruthlessly suppressed (Chan 1993). The relationship between unionism and work safety is a controversial one both in general and in relation to China. In the UK, Nichols (1997: 149–55) finds only a weak relationship between levels of unionization and worker safety, though in US coal mining unionism reduced fatality levels by about 30 per cent in the early twentieth century (Boal 2009: 117). For China, too, there are different evaluations of the relationship between unionism and worker safety (Ding et al. 2002: 436; Chen Meei-shia and Anita Chan 2004). Whatever the general situation, unions have not been important in improving work safety in Chinese mines. One miner described them as ‘bullshit’, and went on:


They [the trade union] talked like ‘Well, isn’t it all right that you got some money back? How much do you want?’ The victims’ families said, ‘Our family members were killed and you thought I wanted just money? They couldn’t live again, no matter how much you pay us.’ But sometimes the people in the trade union simply shut them out of the office and ignore them outside.

(CLB 2002c)

On the other hand, individual workers are increasingly prepared to hold companies to account: 66 per cent of migrant workers at a Heilongjiang mine said that if they were dissatisfied with compensation for work injuries, they would take the issue to court (ZMB 19 September 2007: 4).

It is hard to argue that the economic or political position of workers has improved under the Hu–Wen leadership. Economically, the World Bank (2007a: 6) controversially estimated that the share of wages in the national economy declined from 53 to 41 per cent between 1998 and 2005, even though real wages have risen substantially. Politically, workers’ organizations have fared no better than they did under previous leaders. Despite this, however, the Hu–Wen leadership has paid more attention to social issues than its predecessors did. These social issues have ranged from regional inequality to the plight of the farmers and explicitly have also included work safety, especially in coal mines. Safety sources lay great stress on the ‘people centred’ approach of the new leaders. Safety came closer to the top of the agenda. Figure 8.1 presents some evidence of the greater priority given to coal safety. It tabulates the number of mentions of ‘coal mine safety’ in the People’s Daily (Renmin ribao) by year and shows a very sharp increase from 2001. The figures for earlier years also fit our understanding of the different periods, to some extent: interest in the issue in the first ten years or so of the Communist regime, followed by a long period of little or no mention, while from 1981 some discussion of the issue re-emerged.


[image: ]

Figure 8.1  Number of mentions of ‘coal safety’ in the People’s Daily, 1948–2009

Source: Renmin ribao tuwen shujuku.

Concern for coal safety partly reflected the personal history of Wen Jiabao, who was trained as a geologist. He has spent some high-profile time underground with miners (CD 9 February 2005) and his 2005 ‘Report on the Work of the Government’ for the first time emphasized the need to improve China’s coal safety record:


We should now give top priority to coalmining safety by improving the systems and mechanisms for ensuring coalmining safety, giving more play to the role of workers in overseeing production safety, investing more in coalmining safety facilities and improving coalmining safety technology. The State Council has decided to spend 3 billion yuan this year to help state-owned coalmines upgrade their safety technologies. Local governments and coalmines must also invest more in coalmining safety. We must have a strong sense of responsibility to the people and truly make coalmining safer.

(Wen 2005)

His next three reports continued to address the issue, with particular attention given to the control of coal mine gas, which was responsible for many of the largest disasters.

A key change was the institution in 2004 – before the worst spate of major mining disasters in 2004–5 – of relatively rigid limits at all levels on the acceptable number of deaths at work, and the implementation of this decision remained a priority for the rest of the decade (Guowuyuan 2004a). The SAWS was upgraded in 2003 to report directly to the State Council, and in 2005 (in the wake of the massive mining disasters) from the status of a vice- to a full ministry, with a clear mandate to root out ‘official–coal mine collusion’ (Liu Tiemin 2009: 18–19; Yan Ye 2009: 49). Later, the SAWS was given responsibility for approving many coal mining permits (SAWS 2007c). Even then, numbers of staff, especially at lower levels, remained inadequate: at Yulin (Shaanxi), only twenty staff were responsible for more than four hundred mines. Local protectionism and official corruption also gave mines licence to ignore safety instructions (Wang Liang et al. 2010: 76).

At lower levels, coal safety became an important factor in determining officials’ career progression in mining areas. In 2009, the newly appointed governor of Shanxi explicitly said: ‘Grasping safety in production is as much a key political criterion [zhengji] as is grasping economic development’ (Han Wen 2009: 63). Earlier, two governors of Shanxi had been forced from office in the wake of mining disasters. City- or county-level posts were even more vulnerable: for example, Linfen City had five Party secretaries in nine years and nine heads of the Coal Mining Bureau in fourteen (Tan Yifei 2009: 76). The dependence of officials’ posts on maintaining safety was a major factor behind the move to nationalize mines in Shanxi in the late 2000s (Deng 2009). But SOE managers complained that none of the profits of coal production fell into their pockets, yet they were held personally responsible for any accidents (Xia 2010).

China’s burgeoning press has played a role in highlighting the issue to the broader educated public and pressuring the state to take action. Reporters descend on the sites of major accidents, in both SOEs and TVMs, and write stories about the owners’ immoral behaviour that led to the disaster and the pitiful condition of the workers and their families in the aftermath. However, mine managers often try to hamper the investigations: for example, after a serious accident at Muchonggou (Guizhou) in February 2003, the authorities threatened workers if they talked to the press, denied reporters access to mine officers, and forcibly expelled journalists from the hospital when they tried to talk to injured miners (Shenghuo xinbao 27 February 2003). Bribery as well as threats were used, and in one case in Shanxi in 2008, sixty people were investigated for taking ‘hush money’ to conceal a disaster, including four journalists, twenty-six media workers and twenty-eight people who pretended to be journalists in order to profit from the situation (Shanxi ribao 28 November 2008: B1). In late 2009, ten journalists faced prosecution for accepting bribes to conceal the 2008 Lijiawa (Yu County, Hebei) disaster; a total of 2.6 million yuan had been spent in bribes (CD 30 November 2009). While restricting the range of reporting, this probably also indicates that mine owners fear the power of the press.

Strong incentives certainly exist for large mines to improve safety. When I asked a chief engineer at a Guizhou coal mine about the factors influencing profits, he added ‘safety and accidents’ to a list of economic factors (Interview 2004c). And mines in Guizhou did make major efforts to improve safety consciousness in the mid-2000s, using television, newspapers, blackboards, glass-fronted billboards and posters. As a result, there was no major accident at the Panjiang mine relating to ventilation, gas, fire or coal dust for over seven years (Jingji xinxi shibao 2 March 2007: 4).

As was discussed in Chapter 5, leadership commitment was embodied first in the renewed attempt to deal with the TVMs, which were generally seen as the type of enterprise most likely to fail to fulfil their social responsibilities. Closing small mines, while possibly promoting safety in the long run, could have counterproductive effects in the short and medium terms by undermining property rights. The ability of the government to order mines to close almost at will (even if not always actually to close them) was a disincentive to the substantial investments necessary to improve safety, and encouraged unlicensed operations out of sight of the authorities. However, the priority given to safety issues and the investments in equipment and training meant that the number of TVM deaths fell even as output was expanding rapidly (Gao Shanshan and Lü Hui 2009: 78), and the statistics do suggest success in this area.

The second core plank of the leadership’s commitment has been the control of gas explosions, which the government recognized ‘were the greatest threat to coal mine safety’ (RR 15 June 2005: 13). This was impelled by the appalling series of massive explosions in 2005 (see Table 7.1, above). Better control of gas offers the prospect of improving the safety record of both SOEs and TVMs, and the large SOEs adopted the slogan ‘set output according to the amount of ventilation’ (Huang Shengchu 2008: 71). From 2005 to 2009, the central government invested 15 billion yuan and the localities 99 billion to improve the control of gas and to extract methane for other uses (Zhongguo zhengquan bao 6 September 2009). Within a couple of years, there was a 40 per cent increase in the volume of methane extracted and a 17 per cent fall in the number of gas-related accidents and deaths (Pan 2007: 65 and 2008: 6). Gassy mines such as Panjiang (Guizhou) almost doubled the amount of gas extracted between 2000 and 2006 and adopted the slogan ‘only mine the coal after first extracting the gas’ (Jingji xinxi shibao 2 March 2007: 4). As a result of these investments, no disaster cost over fifty lives in 2008 or 2010, the best years for over two decades, though there were three major explosions in 2009.

A further indication of leadership commitment has been the willingness to involve international collaborators. Although it took some time to secure full cooperation, there are now a number of schemes involving countries including New Zealand, Australia, the UK, the US and Japan, as well as the European Union. The European scheme, for example, brings Chinese mine managers and engineers to Europe for training in risk assessment procedures and has changed the SAWS’s perception of risk. The intention is then to cascade down the new skills by training worker safety representatives. Dave Feickert, a New Zealander who previously worked for the National Union of Mineworkers in the UK, has taken the lead in much of this work, and was recognized in 2009 with the award of the Friendship Prize for Foreign Experts. He concludes: ‘The Chinese mine safety co-operations have been highly effective in transferring expertise and technical knowhow’ (Feickert 2010).

Another eye-catching initiative was launched in mid-2010, when the SAWS promulgated regulations insisting that mine managers go underground along with the workers (SAWS 2010b); the Shanxi government extended this to require a manager to be underground twenty-four hours a day (Shanxi wanbao 13 October 2010). Of course, this has resulted in some game playing, with the real managers transferring themselves to other positions and promoting substitutes to the named positions (CD 8 October 2010). The idea may be to heighten management concern for safety by ensuring that everyone is in the same boat, but it is unlikely that this will have a major effect.

The Supply of Labour

During the reform period and for at least the beginning of the capitalist period, the plentiful supply of rural labour undermined any attempt by workers to address safety issues. Workers in the TVMs, in particular, were well aware that other rural labourers would replace them if they withdrew their labour in search of safer conditions. In the aftermath of a disaster in Xuzhou (Jiangsu) in 2001, the ‘Economy Half-Hour’ programme on China Central Television encapsulated the workers’ dilemma with the phrase ‘your rice bowl or your life’. To some extent the workers, were attracted by the pay and, when reporters asked villagers why they worked in such a dangerous environment, they replied that the wages were high (CCTV 2001). However, the idea that safety campaigns embody ‘upper income groups … impos[ing] their job risk preferences on the poor’ (Viscusi 1983: 80) involves many unrealistic assumptions about full employment and compensating wages (Dorman 1996: passim). In general, the situation of China’s TVE workers, under pressure from a massive reserve army of labour, is much closer to that described by Peter Dorman (1996: 156): ‘The fundamental problem is that workers are rendered vulnerable by the fear of losing their jobs, and, in the absence of regulation, this prevents them from demanding and achieving safe working conditions.’ Rather than being compensated precisely for increased risk by higher wages, ‘differences in the level of risk faced by workers correspond to the other differences in their life chances and thus compound them’ (Dorman 1996: 21). Similarly, Nichols (1997: 71) argues: ‘those who have little scope to exercise “preferences” should be afforded the protection that can only be bestowed through collective means’. Martin King Whyte (1999: 181) perceptively sums up the situation in China:


Two key factors, however, undermine the power of TVE workers to demand improvements in their working conditions: the heavy stress local authorities place on attracting new investment and making local TVEs profitable and the fact that a reserve army of the unemployed exists – other villagers. Most rural cultivators would prefer Dickensian industrial working conditions to a life of agricultural toil.

As the widow of a miner killed in Shanxi expressed it, ‘Who told us to be poor? He had no choice’ (Los Angeles Times 23 January 2002).

Workers’ unhappiness with the situation is shown by the reaction after accidents: victims’ families beat up the owner of an illegal small mine in Jilin where thirty workers died in 2002 (CLB 2002e). But the lack of alternatives weighed heavily on the population. After the 2003 Lüliang disaster, in one of the poorest areas of Shanxi, families were unwilling to risk future employment prospects in the mine by talking to reporters, and locals stressed the heavy loss of income caused by the closure of all mines in the aftermath of the disaster; the local deputy mayor, however, denied that losses were as heavy as local people suggested (Zhongguo jingji shibao 23 April 2003). A woman whose husband was killed in the Xuzhou disaster said, ‘The mines won’t stay closed, and when they open again, I will work in them too. It’s not safe, but what else can I do? I don’t think of it as good or bad. There’s just no other way.’ Another pointed out, ‘If we complain, they can always find someone else to work’ (Washington Post 9 September 2001). An interview with an old migrant worker in Shanxi showed that, although he was very concerned about safety issues, he feared the closure of the mine and the loss of income even more (ZMB 19 September 2007: 4).

The recent improvement in coal safety may reflect a change in this situation. Notwithstanding disagreements over whether China has reached a Lewis turning point (see Chapter 6), the industry is finding it more difficult to recruit young workers in particular. Even in poor Hunan, there are very few TVM miners under thirty. Nevertheless, Hunan can still attract migrants from the even poorer provinces of Sichuan and Guizhou to do the underground labour; and their families could be bought off with 100,000 yuan (rather than the 200,000 minimum stipulated by the government) compensation for a death, while families of locals demanded 300,000 yuan (Dong 2007: 23). To the extent that demand for labour has grown relative to supply, workers are more able to vote with their feet in search of better conditions. Thus, the companies in the coastal strip that offer inadequate conditions have been worst hit by labour shortages. On a range of fronts, including wages, insurance and work safety, conditions have improved for migrant labourers over the past halfdecade (Du Yang et al. 2008). Given that the high risk inherent in coal mining is perceived as the major downside of employment, it seems logical that the greater availability of other opportunities is putting pressure on owners to improve safety, at the same time as they have the resources to do so. Thus, although there is a lack of direct evidence, China’s approaching a Lewis turning point is probably an important factor behind the recent improvement in its coal safety record.

Conclusion

The data in Chapters 7 and 8 offer little support to any simplistic argument that one type of social system (socialism) provides an inherently safer work environment than another (capitalism). Rather, shorter-term and even contingent trends within a system can have decisive implications for work safety. ‘Socialism’ initially brought a clear and very substantial improvement in conditions in China, but that improvement then stalled for twenty years from the mid-1950s; of course, other variables, such as nutrition, show a similar trend. Capitalism, by contrast, began with a period when safety failed to improve. However, although a recent study concluded that the government remains committed centrally to economic growth even at the cost of work safety (Li Qi and Bill Taylor 2008: 122–3), from the early 2000s the system has nevertheless been compatible with a dramatic improvement in the safety record.


Conclusion

The Coal Mining Industry and the Chinese State

What does the experience of the coal industry tell us about the big questions surrounding the Chinese state in the late twentieth and early twenty-first centuries? Is the state predatory, or is it developmental? How far is the state able to penetrate society, and how far is it constrained by powerful social forces? Can the state be seen in any way as a unitary actor, or do the struggles between different levels of government fundamentally undermine the capacity of the central state to implement its policies? Is the Chinese state, for all its success in the past, facing insurmountable problems within society, such as inequality, and in the natural world, in particular environmental degradation?

These questions are far too large for a work such as this to offer definitive answers, but it is worth asking what light a study of coal mining can throw on them. Even from this perspective, no single or unambiguous answer is likely or possible, and the approach taken in this conclusion draws heavily on Jude Howell’s (2006: 274) sophisticated analysis of the contradictory nature of the contemporary Chinese state: ‘China lies between the two categories of predatory and developmental, displaying elements of efficiency and inefficiency, of control and chaos, of relative autonomy and clientalism, of neo-liberalism and neo-corporatism.’

It is easy to find aspects of the experience of the coal industry that embody the elements of the ‘pessimistic’ view of the Chinese state: a weak centre unable to impose its will on local states, even when it enjoys broad public backing for its policies; a predatory local state where various levels of bureaucrats extract substantial rents from the industry, while the losers are mainly the local community and the ordinary mining workers; an inability to address massive social inequalities encapsulated most dramatically in the contrast between the nouveaux riches Shanxi coal owners and the families of the thousands of miners who die in unsafe coal mines; and a state trapped between the country’s lack of alternatives to coal as a source of energy and the immense environmental problems that result from the reliance on coal.

One of the key features of the 1980s and 1990s, in particular, was the growing, though changing and limited, independence (financial and otherwise) of the lower levels of the government hierarchy in relation to the central and to some extent the provincial governments. While many credit much of the dynamism of China’s economy to this factor (Oi 1992), others point to its impact on the central government’s ability to pursue a national agenda (Wang Shaoguang and Hu Angang 2001). One of the economic activities incentivized by fiscal decentralization was coal mining, and the growth of rural mines contributed both to national energy supplies and to the development of the inland regions. On the other hand, both the fiscal incentives and the relative independence of local governments meant that the central state was poorly positioned to regulate the operation of these mines in the broader national and social interest. Among a series of policies aimed at doing that, the ‘close the pits’ policy of 1999–2001 represented the most sustained attempt to address the problem. However, the conflicting incentives at local level and the local control over information meant that, while the official statistics showed that the policy succeeded in closing large numbers of mines and reducing output, in fact its success was much less complete, and output declined, if at all, at most by a small proportion of what was claimed in the official reports. The capacity of the centre to impose its will was clearly very limited.

The predatory and rent-extracting state also has a prominent place in the history of the coal industry. An early example was the ability of officials mainly in state enterprises to extract for their personal gain the rents implicit in the differential between the administered and market price for coal; this phenomenon steeply declined when the great majority of coal prices were marketized. More recently and more prominently, the nexus between local officialdom and the owners of rural coal mines, known as ‘official–coal mine collusion’, has been debited with many of the social problems created by those mines. The fact that, almost inevitably, enforcement of the safety and environmental regulations has to take place at local level creates many avenues for local officials to extract rents from the industry. The mine owners themselves frequently complain about the amount and numbers of payments they have to make. As the main quid pro quo for the rents extracted is to turn a blind eye to breaches of the regulations, those who suffer are mainly the workers whose work environment becomes even less safe and the local residents whose health and well-being are undermined by pollution and other problems. The main contexts in which the issue becomes public are mining disasters and protests over environmental issues, and the press frequently carries stories excoriating the corruption of local officials.

The prominence of the issue is, however, closely tied up with the broader question of central–local state relations. In the 1980s and 1990s, although the phenomenon of official profiteering from the dual price system was well known and widely resented, there was little specific coverage in the press, naming names. Equally, today, while those who control the large state corporations, in coal as in other industries, enjoy very high incomes and are sometimes the focus of popular resentment, again it is a difficult issue for the press to address without running up against strongly entrenched interests at provincial or central level. However, throughout Chinese history, the central state has always been happy to portray local elites and bureaucracies as corrupt and oppressive, and such criticisms – for instance of ‘local bullies and evil gentry’ in the Republic (Fitzgerald 1997) – form part of a struggle for control between the central and local levels. Likewise now, while press reports of local wrongdoing certainly run up against local opposition and intimidation, and sometimes this local opposition can gain support at the centre, at the same time they serve the interests of higher levels of government and so can often expect approval and protection at those levels.

Growing and increasingly conspicuous social inequality is another general national phenomenon that finds an easy reflection in the coal industry. No doubt it could be found within the large corporations, but it is the contrast between the private mine owners and the rural mine workers that attracts by far the most attention. On the one hand, the low wages and even more the poor and dangerous conditions of mining work in the rural areas provide ample ammunition for those, inside or outside China, who are sceptical about the distribution of the benefits of China’s economic miracle. Films such as Blind Shaft eloquently portray the dangers and hardships faced by the miners. Educated people in urban areas would never be willing to undergo such hardships and easily see the situation purely in terms of exploitation.

On the other hand, there is widespread resentment at the fortunes made from the industry by the private coal owners, particularly in Shanxi. As was shown in Chapter 4, many of the Shanxi coal owners are investors from outside the province, frequently from Wenzhou, and this ‘absentee landlordism’ makes them even easier targets for popular anger in the aftermath of mining disasters or other press exposés of conditions in the industry. Even more broadly, Beijing residents complain at the way the Shanxi coal owners bring suitcases of banknotes into the capital to buy real estate, thus forcing up prices for local residents (though this phenomenon has saved the businesses of some real estate developers). They are notorious for spending millions or even tens of millions in the casinos in Macao. Indeed, these owners display many of the characteristics seen across the world of nouveaux riches groups, and it is the coal owners – open, of course, to criticism from other angles as well – who are seen to personify these characteristics in contemporary China, as outlined in a recent political novel, The Shanxi Coal Bosses (Wang Jin 2009).

Coal mining does not merely illustrate but actually embodies the environmental crisis faced by the state. Visitors to Chinese cities, particularly in the 1980s and 1990s, needed only to use their sense of smell to know the problems the burning of coal was causing for the residents of those cities, while the degradation of the land by mining enterprises has been a focus of much concern. However, in China as elsewhere, other sectors, in particular agriculture, are probably responsible for greater direct damage to the environment.

It is the dependence on coal to supply the energy needed for China’s economic miracle that provides the most intractable problems and creates environmental, economic and even diplomatic dilemmas for the Chinese state. Carbon emissions from the burning of coal have made China the largest single national emitter of carbon (even if still far behind the US on a per capita basis). It is difficult to see how the Chinese state might address that problem, and there are certainly no easy answers for the reduction of emissions if diplomatic or economic pressures force the state to embark on that project.

To focus exclusively on these negative outcomes would, however, do scant justice to either the industry’s role in China’s successful development or the flexibility and ingenuity of the state in finding solutions to problems when they reach the top of its agenda. Thus, if reports and statistics are to be believed – and some residual scepticism on that front is possibly wise – in the late 2000s the central (and perhaps provincial) state has been successful in penetrating the domains of the local governments and cleaning up the rural coal mines, both literally and metaphorically. Over a longer period, the state has managed the difficult transition from a system of administered prices that sometimes diverged very considerably from marginal cost to one where prices were predominantly determined by supply and demand. Again, they oversaw a transition, not without serious difficulties and costs but without catastrophic collapse, from an enterprise system dependent on the state to one where enterprises were independent entities succeeding or failing on the market. Most generally of all, up to now, the very high rates of economic growth that have occurred under the aegis of, even if not attributable to, the state have meant that, for all the predatory rent capture of the bureaucracy and the widening inequalities between capitalists and workers, there have still been resources left over to improve most people’s living standards, and coal mining has played a very important role in promoting the development of many inland regions.

China’s state capacity is by no means unlimited, as it sometimes seems to uninformed observers. As a young county head in Guizhou suggested to me a few years ago, the Chinese system is able to do only one thing at a time. If one does not take this too literally, this idea can shed light on the trajectory of China’s state capacity in relation to the rural mining sector. Although in the 1980s and 1990s it wished to extend its regulation over the TVMs and to improve safety, this conflicted, to some extent, with its number-one priority (the ‘one thing’) of economic growth. When, however, the safety issue moved up the list of priorities in the mid-2000s, partly in response to a series of high-profile and catastrophic mining disasters, partly owing to a more autonomous shift in leadership priorities, the state began to implement a more successful series of policies that at least appears to have had a spectacularly positive effect on the rate of coal mining deaths.

This success can partly be ascribed to the greater availability of resources resulting from the steep rise in coal prices. At the same time, however, the state appears to have learned from some of its earlier failures and adopted a more nuanced set of measures to achieve its aims. Most importantly, to some extent at least, it has attempted to assuage local opposition by going down the path of mergers and acquisitions rather than closures. Thus, the local large mine paid the mine owners for the mining rights, and the intention was to rationalize coal production into larger units, thus preserving or even increasing employment and income-generation opportunities. Neither was done perfectly, of course: the mine owners complained that the compensation was insufficient to cover the value of the resources, and there are still many reports of local economic downturns in the aftermath of the closure or rationalization of the mines.

Nevertheless, the policy does seem to have registered much more success than previously. One might want to discount press reports of the consolidation of mines, and certainly in some places this was done for form’s sake only. But unless the safety statistics are totally fabricated – and I do not believe that they are – the reduction by 50 per cent in the number of deaths and around 75 per cent in the death rate per million tons since 2004 must show a radical change in the situation at ground level. There is still a long way to go, but the state has been able to learn from previous mistakes and make substantial advances on the issue when it rose closer to the top of its list of priorities. The concern of some levels of the state for the broader social interest as well as for sustainable development is closer to the concept of the developmental state than would be suggested by the predation of local bureaucrats on the industry.

More broadly, the contradictions and growing inequalities inherent in the move towards a capitalist economic system taken by the post-Mao state have to be balanced against the dynamism inherent in capitalism and the resulting rapid growth of the economy and the resources available to the Chinese people. Capitalism creates both winners and losers, and indeed reliance on a dynamic market can mean that the situation of a single group can change at different times and under different circumstances. The workers in SOE coal mines are an example of this. During the 1990s and early 2000s, they were among the greatest relative losers from the economic changes. Not only did they suffer the relative decline endured by all SOE workers – who saw their incomes overtaken by those of other groups in society and at the same time their previous high level of security of employment eroded by the introduction of a labour market – but their relative position within the SOE workforce declined sharply. Their once elite status ceased and in their view they ended near the bottom of the pile as far as income levels were concerned (although the national statistics, while confirming a relative decline, show a less extreme situation).

Nevertheless, it is important to remember that even in this period there were very substantial rises in real wages. The latter stages of economic reform had, moreover, also involved the marketization of most coal prices. Therefore, when the economy recovered from the downturn of the late 1990s and started to resume rapid growth from around 2002, the demand for energy grew and began to stretch supply. As a result, the price of coal rose steeply, providing the resources to enable not just profits but wages to rise and conditions (importantly, safety conditions) to improve. Thus, the incomes of China’s miners have grown rapidly since 2001, both in absolute terms and in relation to wages in general manufacturing. While coal miners are still not where they would like to be, informal anecdotal evidence suggests that – certainly in the more advanced regions – their incomes can now be very high indeed.

Even when looking at TVMs, it would be wrong to focus exclusively on the low wages and poor conditions of the workers. Despite the rent extraction by local bureaucrats and the large profits made and spent elsewhere by the coal owners, 10 per cent a year economic growth has created sufficient wealth to enable many workers to improve their lives. This is a major feature of the Chinese economic and political system as a whole, and is important if the Party state is to manage the discontents resulting from increasing relative inequality successfully. This importance is shown in the prominence given to the ‘magic’ target of 8 per cent growth and the state’s determination to claim it has met that target. In coal mining, although some – it is impossible to estimate precisely what proportion – of the benefits were captured by local bureaucrats and mine owners, the industry nevertheless played a crucial role in the development of many rural areas, especially in the interior of China, where there were few other opportunities.

Coal mining therefore exemplifies both the successes and the failures, both the strengths and the weaknesses, of the Chinese state and the Chinese system. It amply confirms Howell’s insistence that no single descriptor is appropriate to sum up the state. How one balances the positives and negatives is a question of values, not an empirical one. My own view is that China’s growth, including but not only in the coal industry, has had more successes than failures and has delivered higher standards of living and a better and more varied life to the great majority of China’s people. For its part, while the state’s reach has been far from universal, it has overcome a range of major problems without suffering breakdown: the transition from administered to market prices and from the enterprise as a social unit to the enterprise as an economic unit; the regulation (at the second time of asking) of coal production, especially in rural mines, in such a way as to begin to provide a safer working environment for the miners; and some initial successes in controlling some aspects of pollution from coal production and consumption. In none of these has success been complete and in none can the state claim all the credit. But, equally, in all cases considerable progress has been partly due to the efforts of the state.

The big questions for the future are whether these successes can continue and whether the system, and the coal industry that is part of it, is sustainable. Answering these in the affirmative requires a greater leap of faith. Fundamental contradictions in the system make such an outcome far from certain. On the one hand, continuing very rapid economic growth is surely necessary to keep the lid on the inequalities and discontents resulting from the nature of that growth. Everyone, including the Chinese government, agrees that the growth should soon switch to a more consumption-oriented pattern, which in itself will be difficult to implement. But even if this is done, it is still likely to require increasing amounts of energy, even if the growth in demand is lower than it was over the first decade of the twenty-first century.

On the other hand, if the majority of scientific opinion about climate change is correct, a radical switch away from carbon-based forms of energy, of which coal is the most problematic, will be necessary over the next few decades. How China will manage that at all is not clear, let alone manage it while maintaining both the continuous improvement in living standards the Chinese people have come to expect and the growth that preserves the legitimacy and position of the regime.


Appendix

Some Notes on the Data

This appendix analyses the statistics on China’s coal mining production, employment and fatalities. Some of the more substantive political economy issues are dealt with in the text.

Production

The main figures used throughout this book to summarize the growth of the industry are figures for physical production of coal, which are more reliable than the statistics on output value that depend on price as well as volume data.

Before 1949, the main source for our knowledge of coal production is the data collected by the Geological Survey of China and published in the various issues of Zhongguo kuangye jiyao. These figures consist of data on the production of individual, mostly modern and large, mines, and province-level estimates for the production of traditional mines. The latter are close to worthless, and I have not attempted to correct the figures for total production but just reproduce the Survey figures for reference.

The figures for large mines (mostly reproduced in ZJMS 1984: appendix) are of sufficient quality form the basis for a relatively reliable series. In some cases we can supplement or correct these figures from other sources, the most important of which are the reports produced by the South Manchurian Railway or other Japanese organs in China, provincial mining reports, which are more comprehensive than the national report, and various provincial- or mine-level accounts published since the 1980s, based on local archival data. These other sources are preferred when there are lacunae in the Survey figures, when the Survey figure is clearly an estimate, and when more detailed (for example, pit by pit) figures are given in the other sources.

A further problem with the original figures is that the criteria for inclusion or exclusion are unclear. My series uses the following criteria (Wright 1984: 199). Mines are included:


	When annual output is over 100,000 tons in any year or over 50,000 tons in the given year and the following year.

	When a mine (for example, a foreign-owned mine) was clearly opened from the start as a modern mine.

	For all years after the first year that a mine meets the above criteria, up to the first of a series of five years when output fell below 50,000 tons.


For the post-1949 period, the statistics are more comprehensive and systematic. But some of the same caveats have to be entered. The figures for SOE mines are based on direct reporting and are mostly accurate. There remain, however, minor inconsistencies, with two sources originating in the coal bureaucracy (Huang Shengchu 2009: 167; ZMGN 2008: 244) giving slightly different figures for 2008 output.

Statistics for the TVM sector, which grew rapidly in importance from the 1980s, are based on sampling and surveys and must be regarded with more caution, especially but not only in the period 1998–2004 (Sinton and Fridley 2002: 26). A 2007 survey of sample mines concluded that TVM output was under-reported by just over 10 per cent, and even that survey probably did not take full account of illegal mines (Huang Shengchu et al. 2007: 6). There is also a discontinuity in the series for TVMs, in that up to 1983 the statistics omitted enterprises below the brigade level, which were included in the TVE/TVM statistics from 1984. The discontinuity is important for some industries and for the overall numbers of enterprises and workers, of which from 1984 individual enterprises comprised a very large proportion (Dangdai Zhongguo 1991: 560–4). The distinction was, however, less important in coal production. Small and even private mines existed before 1984: in Liupanshui (Guizhou), they were sufficiently important for the government to establish a ‘Leading Small Group to Ban Small Private Coal Mines’ (Liupanshui shi 2001: 137). But a series for Sichuan shows that TVMs below the township level accounted for only about 5 per cent of the gross value of TVM output in 1987; though their contribution was increasing, it remained small for the rest of the decade (Sichuan sheng 1998: 293). In Hunan, mines below the township level were more important, but only embarked on rapid expansion after 1983 (Jiahe xian 1994: 202). The evidence suggests that the discontinuity is not serious and that, except for 1998–2004, the official series for TVMs gives a reasonable approximation of the growth of actual output.

For both SOE and TVM sectors, the system has provided incentives both to overstate and to understate production. The emphasis on output and later on economic growth targets encouraged local officials to overstate their production. In addition, there were incentives for TVMs to over-report to meet a minimum limit for the permitted size of mine (Tang 2006: 12). On the other hand, tax evasion creates incentives to under-report and some have argued that the long-standing gap between coal production and consumption figures mainly reflected TVM tax avoidance (ZMB 13 August 1996: 3). Local governments sometimes also under-reported TVM output in order to reduce their obligations to higher levels (Huang Shengchu et al. 2007: 8). Both TVMs and large mines conceal over-capacity output in order to avoid tax and because the government frowns on it for safety reasons. In Zuoyun (Shanxi), an accident uncovered the fact that a TVM with a nominal capacity of 90,000 tons was in fact producing 1 million tons (Zhongguo jingji shibao 11 July 2007: 2). A more technical reason why the national figures understate actual output is that, because of increased vertical integration, substantial amounts of coal production are consumed within the enterprise, and therefore not entered into the statistics (Lian and Ge 2008: 25).

The most important instance of under-reporting came in the late 1990s, when there were strong pressures to announce the achievement of government targets for reducing output (see Chapter 5). As a result, output was very substantially understated. The 2004 Economic Census provided evidence for the understatement and in 2006 and again in 2010 the NBS provided revised retrospective figures for total output, which were not, however, disaggregated by province or by different types of mine. Most, possibly almost all, of the under-reported output was from TVMs. Therefore, the output series in this book attributes all the additional output to that category. The earlier adjustments were probably insufficient (Naughton 2007a: 335; Tu 2010: 122–5), though the 2010 estimates are probably closer to reality.

There remains continuing scepticism about the output figures, partly generated by discrepancies in the figures for consumption. Even in the same source, the total of provincial coal consumption figures is several hundred million tons higher than the national total – and than the output figures (ZNTN 2008: 34, 109; Tu 2010: 124). Similarly, real output in Shanxi in 2007 was estimated at around 800 million tons, as against the official figure of 640 million (Li Xuegang 2009: 81; Jiang Ailin 2010b: 50).

Most Chinese statistics for coal production are for ‘raw’ or ‘run-of-mine’ coal (yuanmei), while for many Western countries output statistics are for washed or cleaned coal (Shi Li and Gao Qingchen 2009). When the NBS presents figures for aggregate energy consumption, it uses a measure of ‘standard coal’ with 7000 kilocalories per kilogram. The standard conversion rate is 1 ton of raw coal to 0.7143 tons of standard coal (ZNTN 1989: 417).

Despite these reservations, and once the corrections are made to the 1998–2004 data, the official figures for output are reasonably consistent with each other. If we compare provincial figures for coal production, there is some variation from the NBS figures in the early 1950s, the Great Leap Forward and the Cultural Revolution decade (for example, compare ZMGX 2006: 16–23 with ZMZ 1996a: 247–8 for Heilongjiang or ZMZ 1995: 213 for Shanxi). Nevertheless, the differences are neither great nor systematic, with Shanxi showing the same figures for most years but with some small differences. More recently, there are some differences, especially for the early 2000s, between the NBS statistics and those published in early 2010 in Coal Economic Research (Meitan jingji yanjiu 2010), but the figures for output in national and provincial yearbooks are mostly consistent. It therefore seems unlikely that these figures for coal production suffer from the sort of systematic understatement at a national level found in provincial GDP figures, which have regularly added up to more than the NBS national total.

I therefore use the official figures as a reasonable – though minimal, in recent years – approximation of reality. I use the figures from the Ministry of Coal and its successors (SAWS 2010a: 18–20) up to 1993; for many years, these are identical to the official NBS (2000: 24) figures; although, for some years, particularly during the late 1960s and 1970s, they are slightly different. These are used because it is only in Ministry sources (ZMGX 2006 and ZMGN) that disaggregated figures for different types of mine are available. From 1994, I use the second set of revised NBS figures (ZTN 2010: 14-23), but the Ministry figures for SOE production, and revise TVM production as outlined above. Once the figures for 1998–2004 have been corrected, it would be surprising if the figures were so far out to invalidate any of the key arguments in this book.

Employment

Employment statistics, especially for TVMs, are less reliable than those for output. Table A.1 lists some aggregate figures reported in official sources.

Table A.1  Official figures for coal industry employment, 1985–2009 (million workers)

[image: ]

Sources:  NBS 1993: 2:301, 1997, 2002: 2:885; Guowuyuan 1989: 3; ZJPN 2006: 7; ZMGX 2006: 515–17; ZTN 1989: 6-1, 1991: 10-2, 1996: 12-2, 2001: 13-2, 2005: 14-3, 2010: 14-2; ZLTN 1996: 185, 2001: 138, 2005: 191; ZXQN 1991: 162, 1996: 172, 2001: 114, 2005: 152

Notes:  The 2000 Census figure is extrapolated by multiplying the original figure of those reporting in the ‘long form’ by the ratio of total population to population filling in the long form. Up to 2002, the NBS figures from the Statistical Yearbook of China refer strictly to workers coming under the category of ‘staff and workers’ and therefore exclude employees in township enterprises and below (Holz and Lin 2001a: 56). From 2003 to 2006, they include workers in SOEs and in non-SOEs with sales revenue of over 5 million yuan, and from 2007 just workers in enterprises with sales revenue of over 5 million yuan.

In theory, the population and industrial censuses should be relatively complete and include employment in all categories, both SOEs and TVMs. The population censuses did indeed mostly report more manufacturing workers than did the NBS’s regular reporting system (Banister 2005: 10). The NBS totals cover both SOEs and TVMs, but are explicitly limited to workers in enterprises at township level and above (up to 1998) or with a turnover of over 5 million yuan (after 1998) (ZTN various years). In fact, however, the censuses substantially understated employment in coal mining, reporting 5.43 million coal mine workers in 1990, in comparison with 6.04 million reported by the NBS just for enterprises at township level and above (Zhongguo gongye jingji tongji nianjian 1993: 93, 373). The figures for 2000 are even more problematic and are lower than the Ministry figure for SOE mines alone.

The reasons for this undercounting were partly political and partly technical. The campaign to close the pits peaked in 2000. So, although TVM employment did fall, political exigencies also created powerful incentives to understate employment (as well as output). More technical factors include the difficulty of dealing with seasonality, where workers worked part of the year in mines and part in agriculture or elsewhere; on the whole, seasonal workers were more likely to be counted as agricultural rather than industrial labour. Moreover, migrant workers were less likely to be given the ‘long forms’ in which employment is reported, so their presence was undercounted (Banister 2005: 10, 17).

The employment data in the industrial censuses was closer to what one would have expected. However, for 1995, the total was still lower than the sum of SOE and TVM workers reported by the Ministries of Coal and Agriculture, even though the latter figure was limited to enterprises at township level and above.

Other sources are explicitly limited to specific segments of the workforce but can act as a useful check on the more inclusive figures. The most comprehensive figures for SOE employment (ZMGX 2006) cover all SOEs, rather than the – more common figures for – key SOEs. Figures for the large number of TVM workers are less reliable. The China Township and Village Enterprise Yearbook (ZXQN various years) gives figures of around 2 million in the mid-1990s but omits most mines at below the township level, which was an important issue in the 1990s and beyond. In the late 1980s, the Coal Industry Yearbook (ZMGN 1987: 25, 1990: 20) reported numbers almost half a million higher than those in the former source. A 1996 official study of TVMs (Ye and Zhang 1998) produced figures for seven major provinces. If one makes a calculation based on the proportion of output accounted for by those provinces, with some allowance for the fact that productivity would have been higher in Shanxi, they imply a national figure of 2 million.

An alternative methodology is used by Fu-dong Liu and his colleagues (2007), who estimate the number of underground miners (excluding surface and staff workers, and those in service units) on the basis of output, productivity per worker per day and number of days worked. The results are at best approximate because they have to make assumptions for local SOE and TVM productivity, and their assumptions for the latter seem to reflect the lower levels of productivity in south China rather than the higher levels in Shanxi and the north. Nevertheless, they can act as a check on the other figures. Reworking Liu et al.’s calculations employing the output figures used elsewhere in this book, this method suggests that employment of miners directly involved in coal production rose from around 5 million to close to 9 million between the turn of the century and 2008, and TVM miners from 4 million to 6 million between the mid-1990s and the late 2000s. This tends to confirm that the survey figures understate the total, especially for the TVMs. Although it is difficult to come to any firm conclusion, the likelihood is that in the mid-2000s the industry employed around 6–7 million coal production workers and over 10 million workers in all.

Coal Mining Fatalities

Between 1949 and 1992, no regular national figures for coal mining fatalities were published, and reports in the press were at best partial and intermittent. From the early 1980s, disasters gradually began to be reported – for instance, that at Muchonggou (Guizhou) in March 1983, in which eighty-four lives were lost, was reported the following month (RR 16 April 1983: 1). But reporting remained sporadic well into the late 1990s: in 1985, only one out of three major disasters was reported (RR 19 July 1985: 2), and even in 2000 it took almost a month before the People’s Daily reported the major flood at Muchonggou (RR 24 October 2000: 10).

Since the early 1990s, the state has published annual figures for coal mining fatalities and has released retrospective information on the earlier situation. The Ministry of Coal and its successors have published four national analyses (MGB 1998; Wang Jiefan and Li Wenjun 2002; ZMGX 2006; and SAWS 2010a), and many volumes of China Coal Gazetteer (ZMZ) include time series for safety variables. Finally, some provincial-level studies have been published (Anhui meikuang 2004; Henan meikuang 2008). However, it is unclear how complete any of these figures are: for example, in Yangcheng (Shanxi), a major coal producing county, the local history reports that there were no sources through which to investigate mining accidents before 1970 (Liu Bolun and Wang Jiasheng 1999: 209).

These problems translate into substantial differences even within figures published through the SAWS. In one collection of reports published in 2003, two adjacent essays give substantially different series for fatalities in the 1980s and 1990s. The paper on coal mining safety and the introductory essay present figures for fatalities that are broadly (though not totally) consistent with those in MGB (1998) and later in the Coal Industry Yearbook – there are some differences between these two sources, with MGB (1998) especially having a much lower figure for the number of accidents (Fan 2003: 18, 97–8). However, another paper gives a series showing in most years 2000–3000 more fatalities. Where the two series come closer together, in 1998–9, the author explicitly states that the apparent fall in his series merely resulted from partial reporting following institutional reform (Fan 2003: 126). The higher figures mentioned above may well be closer to reality, but do not appear to be consistent with any of the later (or earlier) figures. This book uses the most recent official long-term series (SAWS 2010a: 87–9), though up to the early 1990s there are sometimes substantially higher figures for SOEs in another official source (ZMGX 2006: 677–8).

Given the flaws in the statistical system, and even more given the widespread phenomenon of concealment at the local level (see Chapter 7), the actual death toll has certainly been higher than the official figures suggest. But it remains difficult to generate realistic estimates. The Ministry of Labour, which previously had responsibility for safety, reported higher figures than did the Ministry of Coal and its successors: the Chinese Labour Statistics Yearbook suggested around 12,200 mining fatalities in 1996, which translates into about 9000–10000 for coal, as against about 6500 in the Ministry of Coal figures (ZMGX 2006: 678; SAWS 2010a: 89) and also gives substantially higher figures for SOEs (ZLTN 1997: 430). An annual figure of around 10,000 in the 1990s circulated widely among coal industry experts (Liu Yunchun 1996: 59). Although reporting the estimate of 10,000, the China Labour Bulletin (published in Hong Kong by Han Dongfang, China’s leading labour dissident) suggested a figure as high as 20,000 deaths per year (CLB 2001a).

How does this affect our understanding of the trends in coal mine safety? Was under-reporting constant, declining or increasing? There is no direct evidence to help us answer this question, so we can look only at the changing incentive structures. Up to 1978, in particular, mine accidents were concealed as they were viewed as detrimental to the image of socialist society. There was no official reporting even of the most massive disasters throughout the whole socialist period, and a leading European academic who lived in China in the 1960s also expressed great scepticism about any retrospective figures for the same reason (personal communication). The breakdown of the statistical apparatus in China, particularly during the Great Leap Forward and the Cultural Revolution, as well as the incentive systems operating in that period, may well have led to greater under-reporting then than in other periods. For example, an explosion in Xin County in 1968 is mentioned only in provincial sources, not in national sources (ZMZ 1995: 285; Xinzhou diqu 1999: 257). As analysed in the text, in the reform period, both concern for reputation and financial penalties might well have led to concealment, though possibly the incentives were less.

A further step has to be to relate figures for mining fatalities to the varying scale of the industry, whether through time, across different regions or across different sectors. Two main measures are commonly used worldwide – deaths per unit of output or per unit of labour (either per thousand workers or per million shifts). Here, I mainly use fatalities per million tons of output for the following reasons: the output statistics are more reliable than the labour statistics; it is the measure most commonly used in the Chinese sources; and it is the best measure of the cost of mining accidents to the economy (Braithwaite 1985: 177). Where we do have figures for both variables they show that there is a very close correspondence between trends in fatalities per thousand workers and per million tons. Figure A.2 shows that the trends in the two variables for key SOEs followed each other very closely, although the rapid rise in productivity from the late 1990s meant that fatalities per worker increased while fatalities per ton produced fell.


[image: ]

Figure A.1  Key SOE death rates, per million tons and per thousand coal miners, 1954–2004

Note: For worker numbers, the series for ‘coal mining workers’ (yuanmei shengchan gongren) is used. Using other categories, such as ‘all workers’ or ‘all workers in industrial production’, would result in lower death rates but a similar trend.

Sources: SAWS 2010a: 18–20, 87–9; ZMGX 2006: 3–5, 552–4, 677–8.

For all the problems in the figures for fatalities outlined above, those for injuries are far greater and indeed so unreliable as to be useless. The few figures that exist suggest a barely credible relationship between the numbers of deaths and of injuries, even allowing for the fact that the incidence of large explosions, where most of the miners affected were killed, would probably increase the proportion of fatalities. For 2000, the Coal Industry Yearbook reported 747 deaths and 357 serious injuries in key SOEs, 814 and 52 in local SOEs and 3933 and 28 in TVMs (ZMGN 2001: 70, 84, 86). Even the figures for key SOEs are completely out of line with experience elsewhere. Coal India (2010) reported a ratio of 5.4 serious injuries to one fatality between 1975 and 2008. In the UK in the nineteenth century, there were 100 non-fatal injuries per fatality (similarly in pre-war Japan; see Sekitan rōdō nenkan 1950: 121), and those injuries on average required thirty days off work (McIvor and Johnston 2007: 42). The number of injuries in China must therefore have been much higher than the official figures suggest. The history of the Dongtan mine (Shandong) also gives figures that are closer to the experience of other countries – 16 fatalities, 67 serious injuries and 214 minor injuries between 1990 and 2005 (Wang Xing 2008: 386). It is clear that the figures for injuries are not sufficiently robust to support any analysis.

In any case, much of the analysis in Chapters 7 and 8 focuses on trends, and Heinrich’s Law suggests that there should be a relatively stable long-term relationship between fatal and other accidents. Heinrich’s statistical studies suggested a relationship of one serious accident to twenty-nine minor accidents and three hundred near-miss incidents. While this research has recently been subject to severe challenge and it would be a mistake to apply the ratios too rigidly or over too short a time period, it suggests that trends in fatality figures can be used as a broader proxy for industrial safety.
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