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Foreword

With gains in agricultural productivity leading to a dramatic reduction in farm employment, rural regions across the OECD now depend on a wide range of economic engines for growth. Increasing globalisation, improved communications and reduced transportation costs are additional drivers of economic change in rural areas. Traditional policies to subsidise farming have not been able to harness the potential of these economic engines. In 2006, the OECD published a thematic report The New Rural Paradigm: Policies and Governance, which seeks to explain the shift in rural development policies to account for these important economic changes and the need for a new approach to governance.

Policies to develop rural places are beginning to take into account the diversity of economic engines as well as the diverse types of rural regions. In aggregate, rural regions face problems of decline with out-migration, ageing, a lower skill base and lower average labour productivity which then reduce the critical mass needed for effective public services, infrastructure and business development, thereby creating a vicious circle. However, there are many rural regions which have seized opportunities and built on their existing assets, such as location, natural and cultural amenities and social capital. The success of such dynamic rural regions is evident in regional statistics.

Promoting rural development poses numerous policy and governance challenges because it requires co-ordination across sectors, across levels of government and between public and private actors. OECD countries have therefore been undergoing a paradigm shift in their approaches to accommodate such important challenges. The most defining characteristics of this shift are a focus on places rather than sectors and an emphasis on investments rather than subsidies.

The multi-disciplinary nature of rural development has contributed to the lack of comprehensive analytical frameworks to analyse and evaluate multi-sectoral, place-based approaches. To fill this knowledge gap, the OECD co-operates with stakeholders worldwide. Its work on rural development was intensified with the creation in 1999 of the Territorial Development Policy Committee (TDPC) and its Working Party on Territorial Policy in Rural Areas. These bodies provide governments with a forum for discussing regional and rural development. In early 2006, under TDPC’s guidance the Directorate of Public Governance and Territorial Development (GOV) launched a series of national rural policy reviews, such as this one on the People’s Republic of China, to deepen international knowledge in this field.

Since the drafting of this report, the macroeconomic context in China and globally changed substantially. In this situation, its recommendations such as those related to enhancing domestic demand are becoming even more relevant.
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Assessment and Recommendations

Rural China is home to over 700 million people, nearly twice the size of rural population across all OECD countries.


According to the census-based definition, the rural population of the People’s Republic of China (hereafter: China) was 737 million in 2006, accounting for 56% of the national total. China is thus still a predominantly rural country with the second largest rural population in the world, after India. The rural population is unevenly distributed across China’s territory: half of it is concentrated in eight provinces. In contrast, the three largest provinces in terms of area, namely Xinjiang, Tibet and Inner Mongolia, represent more than 40% of the national territory, but their rural population accounts for less than 4% of the total. Rural population density is highest in coastal Shandong, Tianjin, Jiangsu and in centrally located Anhui and Henan where it exceeds or is close to 300 persons per km2 and lowest in Tibet, Qinghai and Xinjiang, all located in the west, where it is below ten persons per km2. Low density in the largest provinces results in a relatively low average density of rural population in China at around 75 persons per km2.

Outmigration flows have increased substantially…


Until mid-2008, China’s economic expansion, massive job creation in the cities and low unemployment rates in urban areas provided strong pull factors attracting rural migrants into cities and coastal provinces. Push factors included very low per capita cultivated land availability, scarce non-agricultural job opportunities (in particular in central and western provinces), environmental degradation and natural disasters affecting around a quarter of the country’s sown area every year. As a result, the number of rural migrant workers increased substantially, contributing to the fall of rural population from a maximum of 859 million in the mid-1990s to the current 737 million. In line with the most commonly used definition, it may be assumed that the number of rural migrants increased from around 2 million in 1983 to 78.5 million in 2000 and then to 132.1 million in 2006. While around 70% of rural migrants moved to or within eastern regions, the remaining 30% moved within or to central and western provinces. Similarly, while 71% of rural migrants moved to urban areas, still a large share (29%) moved within rural areas. The top sending province (Sichuan) is not surprisingly located in the west, but other key sending provinces are located in the centre and in the east. Migrants from Sichuan and central provinces moved to the east, whereas the dominant part of migrants from the east (Guangdong, Jiangsu, Zhejiang) moved within their province of origin or to other eastern provinces. All major recipient provinces are located along the coast.

… distorting the demographic composition of rural areas, but also bringing positive impacts on rural income, consumption and investments.


The population of rural migrants is dominated by young, relatively well educated working age population. Migration has an important impact on age pyramids for rural and urban populations. The outflow of young workers makes the rural age pyramid much thinner for those between 20 and 34 years. In turn, their inflow to urban areas compensates to a large extent the impact of a stricter one-child policy on the demographic structure of urban population. Aging concerns both rural and urban areas, but tends to be faster in rural areas: it is found that 70% of the elderly live in the countryside. This is particularly challenging for major sending provinces such as Anhui, Hunan and Sichuan. As migrants are discouraged from bringing their families to the cities (despite gradual steps to reform the hukou [household registration] system), a disproportionate percentage of children remain in rural areas. There might be about 20 million of so called left-behind children. As a result of these trends, the dependency ratio has increased from 40.4% in 1982 to 43.2% in 2006 for rural areas. In contrast, due to a large inflow of migrants and a falling fertility rate, it declined from 45.4% to 32.3% for urban areas over the same period. The outmigration dominated by male workers has also contributed to the feminisation of the rural population, in particular for those between 20 and 34 years. Migration has also positive impacts on rural areas. Remittances from migrants help alleviate rural poverty, increase the self-financing ability of rural households and increase consumption. Household surveys find that the additional income earned through migration raises household income per capita by between 8.5 and 13.1%. In some provinces with high rates of outmigration, remittances accounted for 30-40% of household income in 2001. Productive investments by migrant households tend to be higher than by rural households without migrating members. Migrant households have more durable goods, larger houses and more productive machines than purely agricultural households. As outmigration reduces the quantity of agricultural surplus labour, it may contribute to improved agricultural labour productivity in the long term, despite difficulties to meet seasonal labour demand due to imperfect rural labour markets.

Taking into account limited amount of agricultural land, the prospects for substantial gains in agricultural labour productivity and higher incomes per person from agriculture reside in the outflow of labour from agriculture into other economic sectors, including through outmigration.

Average rural income increased constantly, and rural poverty rates fell dramatically during the last three decades…


During the last 30 years, China made remarkable progress in raising average rural incomes and in combating rural poverty. A large part of China’s success in raising rural incomes originates from a series of reforms in agriculture in the late 1970s and early 1980s, including the gradual dismantling of the collective farming system, replacing it with use rights to collectively owned land allocated to individual farmer households for private farming. Since then, other reforms such as the development of rural enterprises, a relaxation of the hukou system, rural tax reforms and the gradual opening to global competition, as well as continuing land reforms designed to enhance tenure security for farmers’ land rights, have contributed to a stronger differentiation of economic activities in rural areas and to a continued increase in rural incomes. As a result, real incomes per capita in rural households increased almost five-fold between 1980 and 2007, representing an impressive annual rate of about 6%. The overall increase of rural incomes led to a dramatic fall in rural poverty, both in absolute and relative terms. No matter which definition is adopted, be it the Chinese or the World Bank one, the trend is clear. According to the World Bank definition (income USD 1 per person per day at PPP), the number of people living in poverty in China fell from around 530 million (both in rural and urban areas) in 1981 to 129 million in 2004 and poverty incidence from 53% to 9.9%, respectively. The vast majority of those below the poverty line live in rural areas as indicated by a poverty incidence at 12.5% for rural China compared to 0.5% for urban China in 2001. Moreover, despite the progress made so far, a large part of Chinese population still lives just above the absolute poverty line as shown by the share at 34.9% of those who lived below USD 2 per person per day in 2004.

… but disparities widened vis-à-vis urban areas, as well as across different rural regions.


The urban to rural income gap is large and has been increasing. The ratio of nominal urban to rural income per person fell from 2.6 in 1978 to 1.8 in 1985, mostly due to a rapid increase in agricultural production. However, since then the downward trend has reversed, with the urban-rural income disparity climbing to a record level of 3.3 in 2007. The recent increase in the gap occurred despite a sharp increase in prices of agricultural commodities and despite various policy measures adopted by the government to increase rural incomes such as the elimination of agricultural taxes, increased input subsidies for agricultural production, increased direct payments for farmers and accelerated budgetary expenditure for rural development. The nominal income gap becomes somewhat smaller if it is adjusted for lower living costs in rural areas, but still remains large and tends to increase over time. This gap becomes even larger, if one takes into account implicit and explicit welfare benefits as well as subsidies enjoyed by urban residents. The levels of rural per capita income are highly disparate across provinces, as availability of non-agricultural jobs in rural areas and agricultural labour productivity differ strongly. Success in eradicating absolute poverty in rural China was varying as demonstrated by the poverty rates differing strongly across provinces and ranging from below 0.5% in almost all coastal provinces to above 5% in western provinces in 2005 (above 11% in the western province of Qinghai). Rural areas dependent on agriculture are most vulnerable and are likely to evidence the highest poverty rates. This suggests that while traditional agriculture was effective in combating absolute poverty in the early stages of reforms, income diversification is now a key factor in eradicating the remaining niches of absolute poverty in China.

Despite recent improvements, large territorial divides still exist in terms of access and quality of services in the field of education and health care…


While China is among the countries with an almost 100% share of children completing primary education, there are still strong differences in access to education between the rural and urban population and across provinces. An average schooling period for rural population over 15 years is 7 years, compared to 10 years for urban population. The illiteracy rate in rural areas is more than three times higher than in cities, affecting respectively 11.5% and 3.6% of the population aged 6 or over. Similarly, the percentage of rural population having completed only primary education is more than twice as high as in cities. In contrast, education at the college and higher level is 18 times more frequent in cities than in rural areas. There are also strong differences in the level of education of rural population across provinces. The level of education in relatively rich coastal provinces is significantly higher than in central and, in particular, western provinces. In such provinces as Tibet, Qinghai, Gansu, Ningxia, Guizhou and Yunnan, the illiteracy rate is still close to or even above 20%. In these provinces, but also in Sichuan and

Chongqing, the share of illiterate population and those having only primary education exceeds 60% and in Tibet, it is close to 90%. Interestingly, in some western provinces, such as Xinjiang or Shaanxi, and central provinces such as Shanxi, Henan and Hubei, the level of education is close to or even above average. The provision of health care services in rural China is also challenging. It is estimated that per capita health care expenditure (public and private) in urban areas was four times higher than in rural areas in 2004. While permanent urban population (with the exception of migrants) is covered by medical insurance, the vast majority of rural population is not, as a result of the collapse of the rural co-operative health care system existing in China until the end of the 1970s and funded by collective farming revenue. Thus medical treatment often involves high costs for rural families, serious debts or a withdrawal from the treatment. As a result, all health-related indicators show significant rural-urban disparities. For example, child and maternal mortality rates are twice as high in rural areas as in urban areas. Life expectancy increased in rural China to 69.6 years, but remains less than in urban areas, leading to a growing difference from 3.5 years in 1990 to 5.7 years in 2000.

… transport infrastructure and basic services…


Despite the difficulties related to its settlement structure and geography, China has also made significant progress in providing rural areas with basic infrastructure. According to available data, 96% of so called administrative villages and 83% of natural villages had access to the public road system by the end of 2006. Similarly, almost all villages, both administrative and natural, have access to electricity and to a phone network. Above 80% of townships had completed upgrading of their electricity network by the end of 2006. However, in absolute terms as many as 20 million people in rural areas still do not have access to electricity. On average above 80% of townships have a post office, but this percentage is smaller in western provinces at 67%. While the total length or density of roads is a useful indicator of the road infrastructure availability in a country, it is equally important to account for quality of the road system. In this respect, there is still a lot to be done. While in eastern provinces roads linking townships and administrative villages are mostly cemented or bituminised, in western provinces they are still mostly made of broken rocks and sand or without any hardened surface. Roads linking natural villages are usually of even poorer quality in all provinces, but still 60% of such roads in eastern provinces are made of cement or bitumen compared to just 15% in western provinces. As to basic services, a major challenge for the government is to provide drinking water to the rural population. It is reported that by the end of 2005, about 312 million rural people did not have access to a safe water supply and many lacked access to piped water, particularly low-income households. Even where piped water is supplied, drinking water standards are often violated due to inadequate treatment. Concerning non-piped water, monitoring data show large violations of guidelines for non-piped drinking water, mostly due to land-based contamination. As much as 70% of the rural population lacks access to safe sanitation, many of them in western provinces. The use of untreated human waste on crops and its recycling as animal feedstock represent significant disease vectors. Modern municipal waste services which include a separate collection, use of landfill gas and incineration with energy recovery are often lacking in rural China.

... as well as access to credit and other financial services.


Economic diversification of rural areas is further slowed by the underdevelopment of rural finance infrastructure. Despite various reform attempts and massive liquidity flooding the wider economy, the rural financial sector in China continues to lag behind and remains structurally weak, hampering rural development and diversification. Consolidated data on rural savings and loans indicate a net transfer of financial resources from rural to urban areas. While it is difficult to determine the extent to which this reflects the response of rational investors moving funds from low to high profit sectors or results from institutional deficiencies in the financial and fiscal systems, it is apparent that both agriculture and rural enterprises face important credit constraints. These constraints are demonstrated by a significantly lower share of agriculture and rural enterprises in total lending compared to their contribution to China’s GDP. Access to credit is particularly difficult for small-scale farmers. This is partly due to the fact that farmers cannot secure mortgages on their land and the high transaction costs involved in obtaining formal credit, but also to the closing of many local branches of financial institutions and the failure of new ones to emerge.

The economic profile of rural China is evolving: the primary sector remains key, but its importance tends to decline in terms of employment and share of rural income…


During the reform process the rural economy has gone through an important transformation with the shares of agriculture in rural employment and in rural GDP falling and a consequent increase in importance of non-agricultural activities such as industry, construction, transport and communication and commerce. The share of agriculture (together with forestry and fishing) in rural employment declined from 82% in 1985 to 60% in 2005. Despite this trend, agriculture remains the key activity for a dominant part of the Chinese rural population. In several western and northern provinces, such as Xinjiang, Yunnan, Tibet, Inner Mongolia, Heilongjiang, Jilin, but also in Hainan, agricultural employment is above 70%. Reflecting the current structure and ongoing changes in China’s rural economy, agriculture remains the main source of income for rural families, but its share in total income fell from 66% in the mid-1980s to 42% in 2006. In contrast, the share of wages from industry and from migrants’ remittances more than doubled from 18% in 1985 to 38% in 2006. The importance of agriculture in rural households’ incomes as well as the speed of its fall over time varies across provinces. While in central and western provinces agriculture still provides 40-70% of rural net incomes, in the coastal provinces the share ranges from 25-45%. While the share in coastal Guangdong more than halved from 54% in 1990 to 25% in 2006, in central Henan it remained high, but fell from 72% to 54% over the same time. Non-agricultural incomes are becoming more important for the level of rural net incomes. Indeed, the higher the share of incomes originating from wages and salaries, the higher the level of net income per person in rural households.

… and, despite high rates of growth and significant restructuring, agricultural labour productivity remains low.


Agriculture itself has gone through an important restructuring process combined with phenomenal rates of growth since the reform period. Between 1990 and 2006, China’s Gross Agricultural Output (GAO) increased in real terms by 162%. During this period crop production increased by 98% and livestock production by 278%, reflecting changes in consumers’ demand. The restructuring process slowed in recent years, in particular after 2003, probably due to much stronger government intervention to stimulate grain production as applied since 2004. A high level of self-sufficiency in grain production is one of the key objectives of China’s agricultural policy. This results in the application of a number of policy measures such as direct payments for grain producers, minimum purchase prices for grains, input subsidies targeting grain producers and state trading for grains. These measures distort market signals and slow the market-driven shift towards higher-value and labour-intensive products such as fruit, vegetables and livestock in which China has a comparative advantage. The recent increase in prices of agricultural commodities on global markets has reinforced this policy drive which may further hamper the diversification of agricultural production in China. The shares of agriculture in total employment at 43% and at just 13% in national GDP in 2006 indicate that labour productivity in Chinese agriculture is low, at around 30% of the national average. While below average labour productivity in agriculture is quite common in OECD countries, with the exception of New Zealand, in China the gap is particularly large and it is further aggravated by the fact that this low productivity sector still absorbs more than 40% of national occupied population. In many western, northern and central provinces, agriculture absorbs even more than 50% of labour, and agricultural labour productivity is between 25% and 50% of the province average, much lower than the national average.

Diversification of rural China’s economy is driven by the rapid development of rural enterprises, particularly in coastal provinces.


The rapid growth of rural enterprises (including both restructured township and village enterprises [TVEs] and newly established private enterprises in rural areas) has supported a structural transformation of China’s rural economy. According to official data their number expanded 15-fold, from 1.5 million in 1978 to 23 million in 2006, creating 119 million new jobs in the period. Rural enterprises have shown an extraordinarily strong performance at the beginning of the 1990s, a significant slow-down in the second half of the 1990s and a steady improvement in the first half of the 2000s with the annual growth rates of value added, exports and profits approaching 20%. Industry is the most important rural enterprises’ activity accounting for 58% of total employment and for 76% of total output value in 2006. But rural enterprises also comprise tertiary sector activities, including (in order of employment number) commerce, construction, transportation, housing and catering as well as social services. Non-industrial rural enterprises accounted for 42% of employment and for 22% of output value in 2006. Rural enterprises are strongly involved in the export sector. Between 1990 and 2006, their exports grew by 20% annually (in real terms) and by 2006, 40% of China’s total exports had been produced by them. Light industry, textiles and clothing accounted for almost half of rural industries’ exports, followed by machinery, handicrafts and food products. This structure confirms that rural industries’ exports concentrate on labour-intensive industries in which China continues to have a strong relative cost advantage. Ownership restructuring of rural industries has almost been completed: in the second half of the 1990s and at the beginning of the 2000s, rural enterprises went through a profound restructuring process. A vast majority of large and medium-sized collective rural enterprises were transformed into share-holding or limited responsibility companies with the majority of shares owned by managers and employees. Rural enterprises in the coastal provinces have always been privileged, with relatively easy access to both export markets and to large domestic markets in the densely populated and relatively rich eastern provinces. Among the top ten provinces by rural enterprises’ output value, eight are located in the coastal region.

The unexploited potential for further rural economic diversification is enormous, especially in terms of natural, cultural and energy resources…


China is one of the most environmentally diverse countries in the world and ranks first in the northern hemisphere in terms of biodiversity. Rural China has about 10% of the world’s plants, mammals, birds, reptiles and amphibians. While the world’s forest area continues to shrink, China’s forest area is increasing and now ranks fifth in the world. It covers 175 million hectares or around 18% of China’s land area, compared to 14% at the end of the 1980s. Chinese forests, including 12 million hectares of primary forest, are rich in biodiversity (2 500 native tree species). Also, China has a particularly rich cultural heritage to be discovered in rural areas, including tangible and intangible monuments, memorials and achievements as well as handicrafts, ethnic festivals, regional musical, dramatic and storytelling art forms. Renewable energy resources are abundant, but still significantly under-utilised. In 2006, China’s energy use was already the second highest in the world, having nearly doubled in the last decade. While the energy mix is dominated by coal and oil, China is an important user of combustible renewables and waste, which accounted for 13% of the total in 2005, significantly more than for countries grouped in the International Energy Agency. The government has set targets to generate 10% of the total energy supply from renewable resources (including hydro) by 2010 and 15% by 2020. Apart from large scale grid-connected installations, China is the world’s fastest growing wind energy market and has over 200 000 small-scale wind turbines providing electricity to households in rural areas. Wind power is planned to grow from 6 GW in 2007 to 50 GW in 2015. Other promising renewable energy sources include solar, hydropower and biomass energy which can contribute to environmental protection and to boosting social and economic development.

… although serious environmental threats put this potential at risk.


The rapid economic growth of China during the past three decades has put considerable pressure on the environment with consequent damage to health and natural resources. Despite progress over the last years, water scarcity and water pollution in rural areas are still serious. Per capita water resources are only between one third and one quarter of the world average. The annual shortage of water is estimated at 36 billion m3, of which agriculture accounts for 30 billion m3. Water shortage is particularly severe in the northern region (Songhua, Liao, Hai, Yellow and Huai river basins) with 44% of China’s population and 65% of its cultivated land. The northern region has only 13% of water resources. Intensity of groundwater use frequently goes beyond the threshold for freshwater ecosystems to remain healthy. Water shortages are compounded by the increasing demand from urban households, services, industries and poor efficiency of irrigation in agriculture. The water resource crisis has become a major constraint to economic development and is estimated at between USD 14 and 27 billion per year in lost economic activity. About a third of China’s waterways and about three quarters of China’s major lakes are highly polluted...
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