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|. Introduction — institutional roots of rural-
urban gap before 1978



Development strategy before 1978

China’s choice of rural institutions was not entirely due to
the ideology of socialism. Indeed CCP’s initial strategy
was to maintain private ownership over land.

What was the major task of China (and other socialist
countries) at that time?

To catch up with the western countries in economic level.

To build up a strong military force that can deter the possible
threat from the West.

What strategy could China adopt?

Reference for this section: #&&X , &85 , E (PENFTLT . KER&IESE5T
XE) |, PXEAEFRR , EBAREARAE , 1994 ; FNEARFIR , FBPIAFEL
ARAL , 1995 ; =Xhly , BB ARFHIR 1T,
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“Heavy Industry First” (lB5C3E B &

This strategy was adopted by Stalin (7 X#£) in USSR.

Roughlw}/ speaking, heavy industry produces ‘producer goods (
4 E =) while light industry produces “consumption goods” (

HEA! JrJr)

Given a fixed amount of resources, we can choose to allocate
the resources to produce

(1) producer goods,
(2) consumption goods

Putting more of them into the heavy industry implies a faster
expansion of the production capacity (at the expense of current
consumption). Thus, the output level in the next period will be
higher than what we have when we invest more resources in
light industry.



Why was it difficult to implement such a
strategy?

Characteristics of heavy industry

<>

<>

Large amount of capital was
needed.

Projects had long construction
period.

Importation of technologies would
remove technological bottlenecks.

Economic environment

< Raising capital was not an easy
task.

<~ Interest burden could be too
heavy to firms

<> Exporting goods to earn foreign
exchange was difficult.



Could the strategy be realised by free market?

Free market was not consistent with the catch-up
strategy

Source of capital

The population was dominated by rural residents, but each rural
household had only small amount of savings. The financial
system at that time was premature to channel the savings to
industrial investors efficiently.

The industrial sector was too small to generate sufficient surplus
for fast and heavy investment in the industrial sector.

Investment decision

Even if the savings are channeled to private investors, the
investors will likely put the money in light industry.



China’s strategy
(similar to Stalin’s strategy in USSR)

Extract surplus from the agricultural sector — starting from 1953, the
government adopted a mandatory procurement system for major
agricultural goods. The procurement price was artificially low.
Collectivization was later implemented, partly to ensure the
effectiveness of the procurement system.

Low wage policy — Workers in the industrial sector were given very
low wage (which was made possible by the low prices of
agricultural products). This was to suppress consumption.

Central control of investment and production — Industrial firms,
largely state-owned, were able to earn a large amount of profits.
The profits were surrendered to the central government for
Investment (mostly in heavy industry). To ensure the material
supply to priority projects, the Chinese started to adopt direct
control on the flow and the production of major industrial goods. An
economic planning system was eventually established.




Evolution of the collective system

- Starting from the early 1950s, the Chinese government
promoted the collectivization of agriculture, which went
through the following forms:

mutual aid
teams

HBh&H

elementary agricultural
production cooperatives

R EESTEL

(Apart from payments to labour,

members were given dividends
according to their land shares)

advanced agricultural
production cooperatives

EREESTET
(All producer goods became
public-owned)




The Emergence of People’s Communes

Advanced aggcricultural production cooperatives (
SREEEESIE) were established nation-
wide in the mid 1950s. In 1958, Mao advocated
the setting up of people’s communes (A KA ).

Initially, people's commune emerged as an

instrument to gather large number of labourers to

construct large-scale water conservancy projects. people’s commune (A RZ4it)
The central government was happy to see that

people’s commune could build large projects l

without much need for capital (which was

extracted to heavy industrial in urban areas). production brigade (4 2 A7)

(natural village)

Eventually, it became an institution that governed

every aspect of rural life (industry, agriculture,
commerce, education, armed force). In some

episodes, it also provided important public

i tAi - roduction team (4= =[x
services such as dining rooms and nurseries. P (EER)

(30-40 households)

Since the 1960s, a three-tier governance system
was formed in rural China.



Problems of Chinese agriculture before 1978

The productivity of the Chinese agriculture during the collective era was
low.

The Stalinist development strategy suppressed the development of the
agricultural sector:

The state put most investment on industry (particularly heavy industry) rather than
agriculture.

The agricultural prices were too low. Farmers could not get much more income even
if they work harder to increase the output.

There were incentive problems under collective farming

Under the egalitarian distribution system, the farmers could not get more even if
they worked harder. In other words, they lacked the incentive to work hard.

Monitoring costs are too high in agriculture. It is too difficult for anybody to
distinguish who works hard and who does not. As a result, no body works hard.

The Chinese government adopted the policy of “grain first” (LA & 4H) in
the 1960s. Most regions were instructed to grow grains even if they were
more suitable to grow other agricultural products.



Institutional consequences

Governance

Party-state + small peasantry

“a sea of small peasantry” - a modern state trying to reach the countryside

Treating rural area as an instrument for industrialization or pursuing socialist ideals?

Minimal role of the market

Suppressing traditional country fair trade and further division of labour

The urban-rural divide

To implement this strategy, rural-urban migration has to be controlled. In 1958,
China introduced the hukou system that restricts migration between (1) rural
and urban areas, and (2) different locations.

Rural and urban residents since then have very different rights, e.g. access to
social security and public services.



Rural reform in the past 40 years

- How has rural reform changed the roles of the
government and the market in organizing the economy?

- What are the impacts of the rural reform on

- Rural residents
- Governance of the rural areas

- agriculture



ll. Reducing exploitation of agriculture by
iIndustry during 1978-1994



The comprehensive rural reform in 1978

China’s rural reform was often equated with the abandonment of the collective
production system. In fact, the reform package was very comprehensive and
aimed to maintain the people’s commune system. The collapse of the collective
system was somewhat an unintended consequence.

of the 11th Central Comm|ttee of CCP (P

Policies adopted by the 3rd Plenu
- B TR —fE=FE, )was

m
HEEF T+ EPREETE-—RTIEZH
as follows:
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increase the share of agriculture in state investment in capital construction
(from around 12%) to 18%; budgetary revenue of local governments should
be used mainly in agrlculture and agriculture-supporting industries

increase the agricultural procurement prices =& mU#EE
fixing of the state's procurement quota (Ef& ) of agricultural products
encourage the development of rural markets

encouragmg the diversification of production, according to a locality's
advantage (Zi@&= - FHithHIE)

large importation of grains
the adoption of various forms of responsibility system (Z1E£l)



Enhancing production incentives In
collectives

The reform package largely represented a reversal of the radical
policies of the Cultural Revolution. The increase in the prices
Indicated the intention of the government to reduce the
extraction of surplus from agriculture.

Initially, the central government only encouraged forms of
responsibility systems that can improve the efficiency of the
collective production system. For example, one popular system
is called “contracting tasks to teams” (£ L#4H)

However, some kinds of household responsibility system (X &
EBE T, HRS) emerged in some poor areas, although it was
forbidden at that time.

[Note that there are confusions about the terminologies of different
household responsibility systems. The terminologies we use here is
different from those used in52 453 (2010).]



Granting production freedom to farmers

The HRS initially took the form of "bao chan dao hu" (E2Z2! ).
Under this system, each household is allocated a certain area of
land, with which the farmers are responsible to fulfill an output
target.

All the output would be gathered by the collective. Workpoints (ZL_43) will be
given to the household according to their fulfillment of the target.

Over-fulfillment of the target will be given more workpoints. Remunerations
(in kind and in cash) to a household are distributed according to the number
of workpoints a household got.

The HRS finally stabilized in the form of "bao gan dao hu" (882 %/
) or “da bao gan” (KEl&z)

the obligation of the households (also being allocated a certain area of land)

to the state and the collective is clearly defined (selling a certain amount of
grain at a low price)

the household can have a full autonomy in managing their production
activities and surplus agricultural products

> REBXR - BEEl - M FEERECH



Bottom-up or top-down?

The central leadership changed its attitude towards HRS
gradually:

Initially HRS were not allowed
Then HRS were allowed in poor and remote regions.

Regions where people lost confidence with the collective
system could implement HRS

Finally recognized HRS as socialist in nature

land is collectively owned
HRS improves production efficiency .
Further changes:

Farm land was initially contracted to the rural households
for a short period of 3 years, leading to insufficient
investment in preserving land fertility.

In view of this phenomenon, the central government
decided in 1984 to extend the contract period (& EIER) to
15 years.
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Consequences of initial reforms (1)

Higher agricultural growth

HERREEERER

China's Agricultural Output Index

(1978=100, 1n comparable prices)
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Consequences of initial reforms (2)

Abandonment of People's Communes

Structure of Government in China (2014)

- As the collective production _
system collapsed, the People's

Communes were abandoned.

22 Provinces (plus Taiwan)
5 Autonomous Regions

- Township governments were 4 Municipalities
established as the primary 2AR (hong ong Macau)
administrative bodies in the rural

333 Prefecture-level Units

areas. (288 Prefectural Cities)

- Under the township government, T o] Uil
there are villages that are (361 County-Cities)
supposed to be self-governed by

1 40,381 T hip-level Unit
rural residents. 200 ey

-

[ (Administrative) ]
Villages




Consequences of initial reforms (3)

Diversification of the rural economy

(1) more rural residents are engaged in non-agricultural activities

(2) more non-farm activities within the agricultural sector

: : Structural change in
Rural residents working icul
in rural non-agricultural sectors agriculture economy
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Sources of information: (PE#AETEE) and (PEEMNLLBEE) | various issues.



Enhanced labour mobility

- As the labour productivity

Increased, redundant Number of nongmingong
(surplus) labour appeared. 2N %
29000 3
- With partial relaxation of 28500 |
mobility control, many rural 28000 | >
residents have tried to find 27500 |
jObS In cities. 27000 | 1

26500 r

- The number of nongmingong
(EEKT) has ever since

26000

) ] E=H | 26894 27395 27747 28171 28652
Increased dramatically, T UEY 19 13 15 17
flowing mainly from inland to Source

coastal regions. http://www.stats.gov.cn/tisi/zxfb/201804/t2018042

7_1596389.html



http://www.stats.gov.cn/tjsj/zxfb/201804/t20180427_1596389.html

Regional flow of nonminggong
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Source:


http://www.stats.gov.cn/tjsj/zxfb/201804/t20180427_1596389.html

l1l. New exploitations of the rural economy
by heavy taxation and land
expropriation (1994-2004)



Problems in the post-HRS period

- Has the rural problems totally solved by the HRS?
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http://zh.wikipedia.org/wiki/File:Zhongguo_nongmin_diaocha.jpg
http://zh.wikipedia.org/wiki/File:Zhongguo_nongmin_diaocha.jpg
http://lib-nt2.hkbu.edu.hk/hkbutube/vod.asp?bibno=b2221188
http://lib-nt2.hkbu.edu.hk/hkbutube/vod.asp?bibno=b2221188

Problem (1):
Heavy tax burdens and the governance problems

Chinese farmers suffered from excessive burdens of taxes and sub-
charges (EEKE1E8E). The situation after the mid 1990s had been
particularly serious.

At the same time, township governments and village administrations
had incurred heavy debts.

Complicated causes:

Extraction of rural resources by upper-level cities under the city-administering-
county system (F1&5%)

Expansion of local bureaucracy

Unfunded missions of the central government (e.g. compulsory education)
Provision of public goods that exceeds the affordability of the peasants
Corruption of local cadres

Falling incomes of peasants (especially in grain-growing regions)



Problem (2)
The limit of small-scale production

Under the HRS, household operated their land in small scale. As productivity
increases, farmers have more and more agricultural products to sell in the
market.

Increasing contradiction between “small-scale production and large-scale

market” (/NEEEKXTHISZHNTE).

Difficult for small rural households to get the information of markets which may
be far away from the production places.

large fluctuation of agricultural prices due to supply instability.

Difficult for farmers to realise scale economies in agricultural production

Difficult for farmers to innovate or adopt new technologies in the new market
environment



Problem (3)
Changing market environment

Starting from the 1990s, there was a shift in the demand in the
domestic agricultural market.

Urban residents were consuming less grains and more high-protein
food.

For foodgrain, they demand for quality products.

Upon accession to the World Trade Organization (WTQO) in
2001

growing competition from imports.
new opportunities to export their products to foreign markets

Shifting production from “land-intensive” production (e.g. wheat and rice) to
labour-intensive production (e.g. aquatic products, fruits and flowers).

Farmers failing to respond to this change suffered from a decline in
Income growth.



Problem (4)

- City governments have high BT X HE R
Incentives to qwcken urbanization Area Ofbllilt diStI'iCtS
because

60,000
- The associated construction work would 52,102
boost GDP growth, which was the most 50,000
important performance indicator under Hj\ﬂ\
the CCP’s cadre management system I 40,000 40,058
- The resulting tax revenue will increase T Sl
the resources that the local government £ 30,000
can control. O
hV4
. )

- Local governments have high 5 0% o
incentives to expropriate land with a o0 235 B
the low compensation stipulated | l I
by the Land Administration Law or _
even do not pay the proper 1985 1990 2005 2010 2015
compensation. Sources of information: P EIE + &R EEE

and B AR EE A 5T E ZE, various issues.



IV. Rebuilding the economy and society In
the countryside after 2005



General police line

- Developing rural areas as a strategic goal

- Using resources of industry to “return feed” the agricultural sector (

TERBEEZ)
- Coordinating the development of urban and rural areas (4t 3% %0 £
).

- New slogans:

- Building the new socialist countryside 25t E FHEHEF (20086,
Document No.1)

- Rural revitalisation strategy #xE [ #7 8k fig (19t CCP National Congress,
2017)



Remedy (1)
Public finance reforms

Reducing tax farmers’ burdens

Abandon the (official) agricultural taxes

set a limit to the maximum amount of taxes and fees that local cadres
can collect.

Major additional collection of taxes/charges should be subject to “one
issue one approval’ (—5 —%) by the village committee

Provide more public goods using the money of higher-level
governments (more generally, reform the fiscal system)

Giving direct income subsidies (B3 H4) to grain growers (to replace the
price subsidies).

Increase the subsidies to rural education
Improving the infrastructure in rural areas
Subsidizing farmers to buy electrical appliances

More transfer income to low-income farmers



Remedy (2)
Governance reforms

Replacing “city-administering-county” (Ti&5%) by
“province-administering-county” (2 B &5#4) — to
reduce the extracting of rural resources by cities

Public finanace of townships to be managed by
county (#4154 E)

To reduce the size of local bureaucracy — e.qg.
mergers of townships (4F)

Enhance local democracy

Sending university graduates to villages (KREEHRE)



Remedy (3)

Strengthening land rights and enhancing land
transfer

To strengthen the contract rights (& &%) and reduce the legal power
of local cadres to take away the land from the farmers. On this basis,
land transfers to facilitate scale operation has been encouraged.

The CCP announced at the end of 1993 that land contract could be extended
by another 30 years after the original contract expired in the late 1990s.

In March 2003, the “Land Contract Law”(L il £)%)started to take effect. It
stipulates that (1) land contract should cover 30 years; (2) during the contract
period, the use right of land can be transferred and inherited; (3) big
adjustment of land allocation can only be made with the consent of 2/3 of the
community members. Furthermore, the law emphasizes that land can be
transferred only on voluntary basis.

In 2008, the CCP decided to encourage the “mobility of land” (L it/7t#) so
that productivity of land can be improved.

In 2008, the CCP indicated that the land expropriation system should be
reformed, but the details have yet to be worked out.



Remedy (3)
Commercialization of agriculture

Enhancing the commercialization of agriculture (2% ZE21E). This
requires a change in the organization of agricultural production and
related activities.

It is often difficult for individual peasant households to get the
necessary inputs and technology as well as to establish market
channels for these products. Suggestions to overcome the problems
Include:

the model of “company + peasant households” (this model has increased
efficiency but does not necessarily boost the income of the farmers).

Strengthening the functions of the existing cooperatives or establishing new
cooperatives (or peasant associations) to provide various pre- and post-
production services and increase the bargaining power of farmers. Advocates
often refer foreign examples, e.g.

Sunkist - American citrus growers' non-stock membership cooperative composed of
6,000 members from California and Arizona, see


https://en.wikipedia.org/wiki/Sunkist_Growers,_Incorporated

New issues (1)
Food security (IR EZ F)

- Opening up trade will enhance division of

Findings of a national survey

labour among counties. A natural result T
would be: 3560 - 1353846
_ _ _ (20310) l3526 83
- China should produce less land-intensive 13540 ¢ i) l292m 1351535
products (e.g. grain) oo L (027
- China should export more labour-intensive st |
products ‘
_ 13450 F
- Would China be too dependent on food
supply by other countries? 13460
1340 |
- China’s policy to ensure food security |
- Set a red-line for the farmland area (1.8 billion | ;3
mu)
2009 01
- Grain reserve system
- _ _ B1-2 2009-20126 2 EHUERTLHR
- Subsidise grain production

- Keep net import of major food grain at low BRFR © (2Q013FEEEHFRA
levels. )

http://www.mlr.gov.cn/xwdt/jrxw/20140
N'oNnN2201 AN0NA299 0EAN11 N1 NRA0E nAF



http://www.mlr.gov.cn/xwdt/jrxw/201404/P020140422295411414695.pdf

Would China’s heavy reliance of soybean
Import jeopardise It food security?

REEASRER EESKXEENATEEE RESR BEHEREANATEEE
MEOE - AHPUREAGFKREE R - EOFERSEINOER BANEEA
Em /D, B4 7KEANR FNE - HRAEMSSERNAEMAA L RERTHIRE
AIEIEIN ~ IBRRENAREm °

2001-2015F R EMAER 1394 MIE R 2IS169F ME, F1I18 R 14%, F19EIESE
ES008E - ENTERERERWHT NBROEE - BERMMRE EP X6
O S ERAA0%LL L - BAlREATENR S RESBH60% £ AT HA
ERE T -

EREM A KEREBR - ERREBEDANEBER N SERBRNENSHEAAE
EXREERENTIERIRBIGEREERNEREARBERERIFYNERH
AED AGRFBERESENHRKEER "EEEN ) NERZZBRXBURE?

Source:


http://www.xinhuanet.com/fortune/2016-09/28/c_129303567.htm

Can China feed Iits people?

202 F 5], —EE=BIAR rAE 2D F—EEA BB R MAEEPE?ES —ERAF D=
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1238 WY R7708 M, B 1E291 5,58 Zm2808 WL, 458 & i, BA 13BN, FLm2155%

g - IR, EFZREMP R MK RZIN EigfmmiERFBILSTHEZFEN -
SEESHELEHUIERANE - BERE ARALENAGTHEE NRFKBEHCEER
an R IRIBE EEKE FE/EM I SR ERIEMEILLMTERNANES KSR EN—H
IR AT10F 380 L2285 F L3 F EAE RS MUBRIE RN -

BamEm ATERMNEREFS, ZEERELNAR B8 fAELHSUEE FESHN IR
INEFEMNERLEEN (AEER IE—A0BENEENER I BIAEFEEE S -

Source:


http://www.xinhuanet.com/food/2017-09/13/c_1121653932.htm

What security — food grain or feed grain?

2017 FHBIR S FE 9542818, FERKFE 2838 ME, /& FE 14428,
TKFEO27448 1 - PERBERLDATREERMFTAAMEE BEIE
A RERPEM 2838 M, a8 ELFERBIREREESEN2.7D(FEFRAVBREE
50%:T8),/N&FE 4428 M, 4 5 T FERE/NEEESAY3.3%, KA/
ZRBEHRITEISK DL L NEZEHRB[EE -

"REEMERRD BN E2HRBEEEZNNBREBNERRER - EE
2017FENIERHECAEE F—RE_T2W B8 rHEH2017FERRE
SNLn 22— BitEBE AL EHRMEY, ERMI0%I 2R MEER -
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O, =E r HEHEAEREONTK—BEES A N MAEEOARZ 2R B
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Source;


https://top.sina.cn/zx/2018-01-30/tnews-ifyrcsrv8452449.d.html

Considerations

- How substitutable are the imports?
- What is your risk preference?

- How much cost do you want to pay for the security?



New Issues (2)
Food safety (B Z=E
-BPEAREERZESEHE—E (hitps://goo.gl/hDmYTO)

Brief description

20034 - 2004  A@EW) HAEBRSEMENEBINZE R - HIEHE
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-
2011453 SKEBE e RRT LS KEEE - B
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https://goo.gl/hDmYTQ
https://zh.wikipedia.org/wiki/%E5%BB%A3%E6%9D%B1%E7%9C%81
https://zh.wikipedia.org/wiki/%E6%B7%B1%E5%9C%B3%E5%B8%82

V. Closing the differences in social rights
between the rural and urban
residents



China’s reform policy in hukou since 2014

- 2014 F7 R (ESEARTH - DHEHHEFPESERXENEN)
(http://www.gov.cn/zhengce/content/2014-07/30/content 8944.htm)

HE—TRBEEOBREGK, ZEMNHEESIEN/\ WA Differentiate the

BRE - BRMAPEMTEFIRS - SIEEE KMM%E  openness of cities by
FiRf ~ BASESIR AWM A ORE BRSO ERARE  size.

RIS P RARE -

BT AOER E - BEBCEEEFPOBIEESEFOM  Equalisation in name.
B&n,Z2Umisa—rPOERHE - what about the social
security?

VERE EXERAOREMEFAOG 5z - IR Strengthen the rights of
LTSN EEFHE - BAEALHREEEZE - N1 58  rural residents
BEARANHRBEMNRESEPEFENEHEENNE

an -

Reference for this section: XI€f5: <FHr—iFEHIENENERMR. BE5X
k>, (AOS#R) , 20185F7H , 534 %, B4 i, 89-98A.


http://www.gov.cn/zhengce/content/2014-07/30/content_8944.htm
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From semi-urbanization to full urbanisation
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Some problems

Are city governments incentivized to implement the
optimal level of urbanization (attract the right number of
the citizes)?

Should population-exporting provinces compensate the
population-importing provinces?

Should the central government bear part of the costs of
reform?



