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Industry v. Environment: China May
Choke on Its Own Growth

Derek Scissors, Ph.D.

The air at the Beijing Olympics provided strong
competition for headlines against Michael Phelps
and Usain Bolt. Almost every story, article, or fea-
ture included comments that air quality would soon
worsen again as full-scale industrial activity
resumed. The perception is that there must be a
tradeoff between a cleaner environment and eco-
nomic growth.

The truth, however, is that the People’s Republic
of China (PRC) must improve its environment in
order to sustain growth. The Chinese economy is far
more efficient than it was 30 years ago, but its much-
heralded expansion has placed unprecedented strain
on natural resources and is now beginning to men-
ace public health. Regardless of whether its eco-
nomic size ever rivals or surpasses that of the U.S.,
China may very well match the now extinct USSR’
astounding levels of environmental degradation,
inefficient indigenous industry, and eventual eco-
nomic stagnation.

Water, Water Not Everywhere. The PRC faces
a water crisis. Startmg at the top, the Himalayan
glaciers are melting.! Winter 2008 levels on the
Yangtze were the lowest since record keeping
began in 1866, and the Yellow’s outflow is a
shocking 10 percent of what it was 40 years ago.2

Water consumption has already soared and will
naturally continue to rise with population growth,
urbanization, and industrial expansion. If glaciers
can no longer provide sufficient water, rice output
will plummet beyond possibility of domestic
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replacement.” The Communist Party’s hallowed
goal of grain self-sufficiency will be lost and the
domestic and international impact of food depen-
dence will make oil pale by comparison.

Groundwater use, falling water tables, and sub-
sidence occur in every eastern city, costing $75 bil-
lion to date, with the promise of far greater costs to
come. In rural areas, the Ministry of Health labels
over 40 percent of drinking water unsafe. One-quar-
ter of all surface water is unusable, and three-fifths
can no longer support fish. Sanitation is a crucial
health indicator, and despite growing wealth, China
has badly trailed the global average on this count.”
Grand plans for hydropower are doomed in the face
of declining water levels, accentuating the need for
coal, which in turn worsens air quality.

Other Elements Also Fouled. Receding water
is also reducing the amount of available arable land.
In 1996, arable land stood (officially) at slightly over
130 million hectares. In 2007, arable land slipped
below 122 million hectares, approaching the cen-
tral govemments long-held 120 million hectare

“critical mark,” and the loss is accelerating.”

The Olympics notwithstanding, the degradation
of air quality is bad enough to be fatal.© Chinese cit-
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ies account for the majority of the world’s 20 worst
urban air environments, and perhaps three-quarters
of a m11hon people die annually due to air pollu-
tion.” In addition, while climbing the global income
ladder, China has moved above the World Health
Organization’s global average for birth defects. The
link to air pollution is clear; leading provincial coal
producer Shanxi has the worst incidence of birth
defects, a correlation acknowledged by the provin-
cial family planning agency.

The 2008 central government budget pushes
environmental spending 23 percent higher to $35

billion. The State Council sends five times that
amount, however, to aid local governments whose
industrial expansion is causing the damage.” Close
to $90 billion was authorized for water pollution,
and close to $85 billion for air pollution in the
2006-2010 plan, but as a percentage of GDP, this
is barely more than 2000-2005: a little over 1 per-
cent annually,'*

The 1 percent figure is dwarfed by the World
Bank’s 2006 estimate of costs from air and water
pollution: 5.8 percent of GDP in direct costs, health
expenditure, and the like.!? This is the best avail-
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able adjustment to GDP after Chinas own green
GDP project was canceled.'? While the difficulty in
calculating ecologically adjusted GDP was no doubt
a factor, the unattractive results looming in a com-
pleted project were likely the primary motivation
behind the cancellation.

The Health Trap. From tainted water to birth
defects, public health in China is under assault.
Central government health spending will increase
25 percent, but it will still be only $13 billion, a
shockingly low figure when considered on a per
capita basis. Urban health insurance coverage ex-
panded from 155 million to 220 million people in
2007, but the program to universalize urban insur-
ance by 2010 must reach over 200 million more
citizens.!?And that is the easy part. The rural
population of 900 million requires massive aid to
participate even in an embryonic health insur-
ance system.

Better health is the core of economic develop-
ment. For instance, the single best correlate Wlth
long-term economic growth is life expectancy.!*
Unfortunately, environmental conditions capable of
harming Chinese public health are clearly in place.
It takes up to a generation for the effects of environ-
mental harm to manifest in public health, but the

first signs are already appearing. It also takes years
or even decades for large-scale public health pro-
grams to help, and Beijing has not yet grasped the
magnitude of the challenge.

The USSR: An Instructive Comparison. It is
not possible to draw definitive conclusions con-
cerning the timing and degree of the impact of the
PRC’s environmental depletion on its long-term
economic growth, in no small part because the
extent of the depletion is unprecedented. There may
be one instructive comparison, though, and it does
not bode well.

China’s reform era is 30 years old. For more than
30 years after World War II, the Soviet Union
boasted an extremely impressive industrial expan-
sion. Yet under the surface, ecological destruction
had actually begun to reduce life expectancies and
eventually led to prolonged economic stagnation.
Moreover, the Russian Federation’s recent recovery
stems from its natural resources, which the PRC no
longer has. It may be that, a generation from now,
China’s industrial boom will be viewed in a very dif-
ferent light.
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