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Executive Summary

In the past two decades, China has witnessed rapid economic growth. Its vast rural mountain
areas, however, are generally marginalized from this development process. With increasing
disparity between and urban areas and rural areas, the rural mountain areas have suffered from
low productivity and low efficiency in agriculture, poor social services, and low per capita income
of individual households. These problems which respectively manifest themselves through
lagging agricultural development, rural social development and farmer development, are called
San Nong issues, and have been considered as being of top importance among the
Government’s priorities. Enormous efforts and various policies have been made to address the
issues in the past decades, but the effects are limited.

This report, taking Sichuan Province as a case study region, reviewed the major agricultural and
rural development policies that have been implemented in China. Major impacts and problems in
implementation were presented and briefly analyzed with attempts to give a general assessment
of strengths and weakness of rural and mountain policies on sustainable agricultural and rural
development. Literature reviews, semi-structured key informant interviews, and field surveys were
employed in the preparation of this report (see Framework for Rapid SARD-M Policy Assessment
in Annex 1).

After a brief summary of temporal changes and the impacts of the main macro rural policies, some
policies that are extensively applied in the country were selected for further analysis. These
included family planning policy, rural education policy, rural health insurance policy, rural labour
migration policy, rural taxation policy, rural non-farm sector development policy and rural poverty
alleviation policy. Both the negative and positive impacts on rural and mountain areas were
outlined for each of the policies. County and village level examples were given to show the local
experience and the policy implications for sustainable mountain development. Finally, an analysis
of the strengths, weakness, opportunities and the threats (SWOT) related to the further
development of the policies as well as some suggestions were given.
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. Introduction

For over 20 years, China has been enjoying economic growth that is far quicker than most have
expected. According to an estimation made by the World Bank, the annual economic growth rate
of China between 1980-2000 would have been 5.4-6.6%. In fact, however, the mean growth rate
surprisingly reached 9.7% in the same period. At the end of 2005, China became the fourth or fifth
biggest country in terms of GDP in the world.

People have started talking about the impacts of China on the world. The World Bank predicted
that China would produce a GDP of USD 44.45 trillion in 2050, overtaking the United States and
becoming the largest economic body in the world. If calculated as PPP, China’s GDP in 2005
would be USD 6.4 trillion, already ranking second in the world. A British journal, the Economist,
had its cover story titled “how China manages the world economy”. “Rising of China” is becoming
a hot topic across the world.

However, the nice picture may be realistic only in some parts of the vast country. Evidences of
modernization are obvious in many urban areas, especially in the Eastern coastal areas. In recent
year when bird flu occurred in China, some medical teams from cities were sent to mountainous
rural areas to help disease control and treatment. But they found it almost impossible to separate
poultries from the farmers in most of the rural areas because over 80% of the households still
share their living rooms with their chickens and depend on the chickens not only as important
source of protein but also as important cash income. They are poor and cannot afford to lose their
chickens. While the “factory of the world” and related urbanization processes have been attracting
people from rural areas with a magnitude that has never seen in the history of the country,
development of its vast rural area has been lagging far behind.

The existence of small modern urban areas and vast undeveloped rural areas is one of the
commonest characteristics of China. Since the economic reformation of the 1980s, income
differences between urban and rural areas have been become larger and larger. In 1985, for
example, the ratio was 1.6 but increased to 2.5 in 1998. The ratios from 1999-2001 are 2.6, 2.8
and 2.9 respectively, and in the last 3 years, the ratio is further increased to around 3.0. In the last
ten years, the net income growth rate in urban areas was about 10% on average, but was only
4.5% in rural areas.

The problems of enormous disparity between the urban and rural areas are not new in China. It
existed before the economic reformation (early 1980s) and has been picking up as reformation
and modernization progressed, though the general situation in rural areas is improving year by
year. Low efficiency and low growth of agriculture, lagging rural social development and relative
poverty of farmers are considered as the major and key obstacles hindering sustainable
development of the country. The issues of agriculture (low production), rural society (poor social
services and overpopulation) and farmers (low income and living standard), known as San Nong
issues, as well as the related environmental degradation, have drawn the concerns of not only the
governments, but also of the whole society. San Nong issues are openly stated by the
governments as being the most important among the Government’s priorities. In recent years, the
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increasing acute situation of San Nong has become a hot topic in the mass media and a concern
for many as it poses a serious question on continued development of China.

Mountainous areas (including hilly and high plateau areas) account for 70% of China’s total land
area and are inhabited by more than half of its total population. Compared with plain and lowland
rural areas, economic development in mountainous areas is further lagging behind. Across the
country, per capita GDP of mountainous areas is 35% less than that of lowland areas (Chen et al.
2003). The per capita GDP in Western mountainous areas is only 2,639 Yuan RMB (USD 330) on
average, and is only 39% of that in Eastern mountainous areas. Furthermore, in the 592 officially
recognized “poverty counties”, over 80% are located in mountain areas (Figure 1). In addition,
most of the impoverished population (those with annual net income less than USD 82, about 30
millions in China) and low-income population (those with annual net income of less than USD 125,
about 60 million in China) live in mountain areas.

Figure 1. Number of rural poor by province

Source: World Bank 2000.

While the disparities between rural and urban areas were increasing in terms of economic and
social development, the mountainous areas have also witnessed serious environmental
degradation, which scathed the sustainability of not only the mountain systems, but also the
economic and social development of the country as well. Mountains are the providers of water
and many other natural resources for developed lowlands. The changes in the ecological situation
of mountain areas can have profound impacts on the downstream areas. A massive flood in 1998,
for example, was attributed to deforestation in the upper mountains, causing over USD 100 billion
of economic losses in the downstream-developed plain areas, while the loss in the upper
mountain areas was about USD 10 billion in the whole Yangtze Basin. Currently, among the 3.6
million square kilometres of land suffering from soil erosion in the country, over 80% occurs in
mountain areas, especially those in Western China. Desertification has expanded 2,400 square
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kilometres every year over the last 30 years. In the Western mountain area, forest cubic
accumulation decreased by 2.5% every year over the last 40 years.

The governments have recognized the importance of sustainable development in rural areas, and
have taken a number of policies to address these issues. San Nong issues have been the priority
in development policy at national and provincial levels. In the newly developed national Great
Western Development strategy, environmental protection and conservation were also taken as
one of the three priorities. As the San Nong issues and environmental problems are continuing to
be the major difficulties for the sustainable development of the country, it is important to
understand the strengths and weaknesses of the government policies in relation to agricultural
and rural development.

This report, taking Sichuan Province as the case, summarizes the major agricultural and rural
development policies that have been implemented in China. Major impacts and problems in
implementation were reviewed.

The reasons of choosing Sichuan Province as the case are:

Sichuan is a typical sub-region that represents the mountain situations of the Eastern Hindu
Kush-Himalayan region

Sichuan is the biggest agricultural province in China, both in terms of agricultural production
and its agricultural population

Sichuan is typical province for San Nong issues in China.

In addition, a government policy can be manifested in forms of law, government document or
departmental statute at the national or local level in China. There are many policies especially
concerning or related to agricultural and rural development at various administrative levels and
the policies are usually interlaced with their goals and impacts. It is impossible to judge which one
is more important than another and the impacts of a given policy is usually highly localised. This
report, by giving a general picture of the policies, their changes and implementation, attempts to
summarise their impacts on the development of agriculture and of rural areas, including their
positive and negative impacts.

The policies selected for discussion in this report, besides the macro policies, are those mostly
relevant to San Nong issues, and whose impacts are generally common to mountain areas in
Sichuan (and in China). China’s current basic strategies to address San Nong Issues and for
agricultural and rural development can be summarised as follows:

1) to promote agricultural production by introducing incentives to farmers and adopting new
technologies, etc. It is for this reason that the macro social-economic policy reforms,
especially the changes in the policies related to production organization are mentioned in the
report;

2) to promote social development by birth control, education development and social security
development, etc. This report examines the family control and social health insurance
policies;



3) to promote better living standards of farmers by reducing farmers’ tax burden and mitigating
poverty, etc. Policies regarding rural tax burden and poverty alleviation are thus addressed;

4) to reduce the disparity between urban and rural areas by developing the non-farm sector in
rural areas and encouraging out-migration of farmer labours.

Some policies are not selected for discussion either because it is beyond the author’s training
background (e.qg., policies for market development) due to time limitations (e.g., policies regarding
environmental conservation and resource uses). To facilitate understanding of the policy making
process in China, a section briefly describing the governance structure of China is added before
the discussion.

Data collection for this report involved not only a literature review of published papers, but also
information found on the internet and many unpublished government reports. Semi-structured
interviews were extensively used for information collection at the provincial, prefecture, county
and township levels. The key informants included the officials in the provincial Department of
Agriculture, Department of Livestock Raising and Food Production, Office of Poverty Alleviation.
Field surveys were conducted in Aba Prefecture, Liangshan Prefecture, Mianyang Municipal City,
Guangyuan City and Gu Ning County, where semi-structured interviews were held also with
Governors and Directors of local governments. Some rapid rural appraisal (RRA) tools (social
relation mapping, stakeholders’ identification, etc.) were used in community surveys, which were
carried out in three villages in Songpan County, one village in Mianyang and one village in
Yanyuan County. The report, however, has not yet had the feedback of the informants, so the
ideas and opinions expressed in this publication are just those of the author and do not
necessarily represent the views of any organization.



[I. Background of Sichuan Province

Sichuan is located in Southwest China, between 97°21" - 110°21" of East Longitude and 26°03" -
34°19" of North Latitude (Figure 2). Sichuan is situated in the central subtropical zone and borders
the Provinces of Hubei, Hunan, Guizhou, Yunan, Tibet, Qinghai, Gansu and Shaanxi.
Geographically, it is situated in the Eastern fringe of the Hindu Kush-Himalayan region and is the
transitional area from the Chinese Western high plateau and mountain area to the Eastern
lowland area. It occupies an area of 485,000 square kilometres (187,000 square miles), ranking
fifth among the provinces in China, with over 93% of the territory being mountainous and hilly and
the rest plain and low hills.

Figure 2: Location of Sichuan Province in China

The Eastern part of the province is the Sichuan Basin, a low hilly and plain area surrounded by
lofty mountains (Figure 3). Its Western area is the highland of West Sichuan, and the Northern
area is part of the main body of Tibet plateau, while the Southern area is the Northern section of
Hengduan Mountain Ranges. Most of the rivers belong to the Yangtze River system. The Jinsha
River runs across South Sichuan from Southwest to Northeast until Yibin and then changes into
the name of the Yangtze. The Jaling River, Min River, Tuo River and Wujiang River flow into the
Yangtze River from both the south and north. The Sichuan Basin and West Sichuan have a
sub-tropical humid and sub-tropical highland climate respectively. The potential hydropower
storage ranks as the first in the country. Its main mineral deposits comprise iron, coal, natural gas,
petroleum, well salt, asbestos, vanadium, titanium, phosphorus, etc.



Figure 3: Topography of Sichuan Province

The climate in Sichuan is vastly different between its Eastern and Western parts. The Sichuan
Basin has a humid sub-tropical monsoonal climate, with mild winters, hot summers, long frost-free
periods, plentiful rainfall and mist, high humidity and less sunshine. Its average temperature in
July, the hottest month, is 27°C. The Western Sichuan Plateau with its plateau climate has a lower
temperature and less rainfall than the Sichuan Basin, both of which differ again in the Southern
and Northern sections of the plateau.

Sichuan is rich in land resources, ranking fifth among the provinces in China. However, the per
capita land area in the province is low because of the large population, which has been one of the
major challenges for the province. At the same time, Sichuan is home to one of China’s three
large forest zones, one of its five big pasturelands and the largest source of water for the Yangtze
River. The forest area is 11.53 million hectares, standing second in China, covering 24.23% of the
whole Sichuan area There are 16.33 million hectares of grassland ranges and is among the top
five pasture area Sichuan is also a major producing base of Chinese traditional medical herbs.
Sichuan has 75% of China’s official plant reserves and renowned as "Homeland of Chinese
Herbs"

Biodiversity is extremely rich in this province, second only to Yunnan Province in China in term of
species number. It houses some 10,000 species (232 families and 1621 genera) of higher plants,
which accounts for about one-third of the total species in China. Among these species, 2567 are
endemic to the country and 460 are known to be endemic to the province. Sichuan’s distribution of
gymnosperm plants is the richest, and the second for fern and angiosperm species in China.
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Sichuan has 959 species of terrestrial vertebrate, including 213 mammals, 607 birds, 63 reptiles
and 76 amphibians. The mountainous Western Sichuan is not only the home for many wild
animals like the white-lipped deer, takin and giant panda, but also an important natural sanctuary
and evolution centre for many old and new species like Rhododendron, Ginkgo, and pheasant
species. In the World Conservation Union (IUCN) red list, 142 wild animals and 44 higher plants
can be found in Sichuan. The flora and fauna of Sichuan are obviously both of national and global
importance. At the country level, Sichuan contains two of the seventeen “priority areas” in China
as defined by the National Strategy of Biodiversity Conservation of China, with one in its Western
(Minshan and North Hengduan mountain area) and another in its Eastern; at the global level,
Western Sichuan was recognized as one of 20 global biodiversity “hotspots” by Conservation
International and one the 200 “key eco-regions” for natural conservation by the World Wildlife
Fund (WWF). Sichuan is also the first province to implement a natural forest protection
programme and is the demonstration province for the conversion of farmland back to forest and
pasture programme.

Administratively, Sichuan is composed by 19 cities, three autonomous prefectures, 165 counties,
eight autonomous counties and one industrial/agricultural district, and has the third largest
population in China (after Henan and Shandong). With total population around 87 million in 2003,
95.2% are Chinese Han and over 65% depend on agriculture as their livelihood. Sichuan is also
inhabited by many ethnic groups including 13 with at least 5,000 people each: the Yi, Tibetan,
Qiang, Hui, Mongolian, Lisu, Manchu, Naxi, Bai, Bouyei, Dai, Miao and Tujia. Sichuan is China’s
second-largest region inhabited by Tibetans as well as the largest region inhabited by the Yi
ethnic group and the only region where the Qiang people live in homogeneous communities. The
Yi ethnic group, with the largest population of any minority in Sichuan, lives in the Liangshan
Mountains and the Anning River Valley. The Tibetans live in the Garze and Aba Tibetan
Autonomous Prefectures and the Muli Tibetan Autonomous County in Liangshan Prefecture. The
Qiang people, one of China oldest ethnic groups, live mainly in Maoxian, Wenchuan, Heishui,
Songpan and Beichuan on the upper reaches of the Minjiang River.

Population distribution of Sichuan is greatly uneven because of its high heterogeneity of natural
and historical backgrounds between the Eastern and Western regions. Most of the people live in
the Eastern lowland areas, especially Chinese Han people, while the Western mountainous areas
(i.e. the three Prefectures of Garze, Aba and Lishang) are inhabited only by less than 10% of its
total population (with mean population less than 9 per sq km) in spite of the land area accounting
for almost a half of the province. For the whole province, 25% of the total population live in
mountain areas, and 60% live in hilly area and 15% in the plain area. Contrary to the Eastern
lowland areas, the Western mountainous areas are mainly the territory of minorities and
undeveloped mountain agricultures because of inaccessibility and less fertile land. The Eastern
lowlands are densely populated with Chinese Han and intensively farmed. This situation provides
an opportunity to examine the different effects of certain policies between the rural mountain and
lowland areas within one political and administrative framework.

Sichuan is also one of the major agricultural production bases in China. Grain, including rice and
wheat, is the major product with output that ranked first in China. Commercial cash crops include
rapeseeds, citrus fruits, peaches, sugar canes and sweet potatoes. Sichuan also had the largest
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output of pork among all provinces and the second largest output of silkworm cocoons in China. In
2003, the added value of agriculture was RMB 112.86 billion Yuan, an increase of 5.5% over the
previous year. The total output of grains was 31.833 million tons, a 2.8% increase. Gross output of
meat amounted to 7.908 million tons or a 7.5% over the previous year. On the other hand,
Sichuan has developed the most complete kinds of industries and the most advanced products in
the West of China. Some of them, such as metallurgy, machinery, electronics, aeronautics, and
foodstuff industries, play important roles in China. Sichuan is also the main base of steel,
machinery and electronic industries of China. In 2003, the total added value of industry was RMB
177.14 billion Yuan, increased 16.1% compared with last year. The modern service sector here
has been growing rapidly. The proportion of the primary, secondary and tertiary industries is now
21.1:40.6:38.3 of its GDP, the private sector having contributed to as much as 31%.

Since the Great Western Development Strategy was kicked off in 2001, Sichuan Province has
been implementing a strategy of "catching-up and leaping-forward". The Sichuan economy has
been growing at a faster pace, as characterized by enhanced efficiency and optimized structures
over the past four-plus years. Annual GDP growth in Sichuan has reached 10.1 percent on
average, while fiscal income growth has tallied 13 percent over the last 5 years. The industrial
sector has contributed around 58% to the GDP growth, while about 33% has been contributed by
the services sector. The role of agriculture in the province has kept decreasing in the last five
years, and contributed to about 10% of the growth. In 2005, the province recorded 705.6 billion
Yuan RMB (USD 88.2 billion) in GDP, ranking it as ninth in the whole country and first in Western
China.

While Sichuan grows rapidly to become the economically strongest province in Western China, its
mountain areas continue to be poor and undeveloped. According to the provincial government
statistics (2005), the GDP growth in the last five years was primarily driven by 3 forces: hi-tech
industries and infrastructure development, services and housing development in urban areas and
domestic consumption and exports. Although the absolute investment has almost tripled in the
last five years, investment (2005) in agriculture received less than 10% of the gross investment.
Surrounding the Sichuan basin, mountains are highly rugged, with altitude ranging from 400m to
7,600m, where the development is unfortunately marginalized to a certain extent. In the 592
officially recognized poverty counties in China, 63 are located in Sichuan, including 1,532 towns
and townships. Note, with about only 25% of the population living in mountain areas, the mountain
area accounts for 81.5% of the impoverished population of the province, while 18.3% in hilly areas
and only 0.2% in plain areas (Shen, 2004).
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[ll.  Governance structures relating to policy-makin g and

iImplementation for agricultural and rural developme nt

People from outside often find it difficult to understand the political system and the decision
making process in China and this is so even for most Chinese people. The complexity is further
increased by not only the high diversity among regions but also the rapid changes occurring
during the past decades. However, a general picture of the governance structure can help to
understand the main institutions involved in the formulation of the policies mentioned in this
report.

In this report, the word “government” refers to a combination of all administrative and legislative
sectors at various levels. At all the levels illustrated in figure 4 below, there are four parallel bodies:
the party committee (i.e. the central level, the core of the Committee being the “Political Bureau”),
the People’s Congress of Political Consultation, the people’s government (i.e. “State Council” at
the central level), and the People’'s Congress. Theoretically, at central level for example, the
National People’s Congress (the Legislature) is the highest decision-making body. This Congress
is an organization through which elected members from various walks of life and other parties can
have their voices heard by the nation’s highest decision makers. The State Council is the
executive branch of the Government.

Generally speaking, China’s political system is still more centralized than most “democratic
countries” in the view of Westerners. The lower governments are compliant to the higher
government, with the Central Government on top. Figure 4 roughly illustrates China central-local
governance structure.
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Figure 4: China’s central-local governance structur e

The Central Government normally does not have a direct working relationship with the
governments at or below the level of prefecture governments. It can only reach them through
provincial authorities. National laws and Central Government policies and directives are also
enforced through the administrative apparatus of provincial governments. Likewise, if a provincial
government official needs to work with a city or township, he must go through the prefecture, or
municipal government that has the jurisdiction over that area.

Usually, Central Government stipulates for macro strategies and policies. Because huge regional
differences exist within the country, the macro strategies and policies are often left to the lower
governments to formulate in accordance with their priorities and policies. In principle, the
strategies and policies made by lower governments should comply with what is made by the
Central Government. For instance, the national policy of abolishing direct agricultural tax was first
issued in 2004 and Sichuan was chosen to experiment the policy.

Normally, before a policy being proposed, there is a stage of investigation and research (i.e.
“Diaocha Yanijiu”, the input stage of policy), which includes identification of issues (down to
grassroots level), drafting the goals, measures and expected impacts, seeking suggestions from
relevant governmental Departments (Ministries), social and professional associations, the
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People’s Congress and the People’s Congress of Political Consultation, and potentially affected
groups, to have the drafted policy formulated; secondly, one or more regions (it could be province
or prefecture or city) will be chosen for experimentation or demonstration and; thirdly, the policy is
implemented. This process was institutionalized only three years ago. However, especially at the
local level (even at the provincial level), policy-making by individual leaders is still a common
practice.

Besides the top-down process, there are also many examples of bottom-up policies. The
well-known “household contract system” was an unprompted activity by farmers in a village in
Anhui Province during the late 1970s and was later promoted by the provincial leaders. The
experience was then praised by the leaders of the Central Government and became a national
policy three years later. Normally, the Government (including the People’s Congress and the
People’'s Congress of Political Consultation) at lower levels (as well as the governmental
Departments/Ministries) can make policy suggestions to the Central Government and the
government of their level or below. In addition, the autonomous provinces (regions), prefectures
or counties have more independent legislation than others.

At all the levels, the Party Committee and the People’s Government are the most powerful policy
makers and implementation bodies. The Party decides policies while the Government is
responsible for its implementation. In principle, the People’s Congress can initiate policy, approve
or change (or reject) a policy proposed by the party; in reality, the Congress often just approves
the proposed policy. However, the situation has changed in the past two decades as the power of
Congress has been strengthened. Both the People’s Congress and the Congress of Political
Consultation have the rights to monitor policy implementation and make “position papers” to the
Government if they find anything wrong with the policies. The Government must respond to the
“position paper” by way of explanations or measures to improve the policies.

At central level, there are 29 ministerial cabinet departments and commissions under the state
council since the 1998 administrative reform. Many commissions and ministries are relevant to
agricultural and rural development. Aside from the Ministry of Agriculture whose specific
responsibility is to promote agricultural and rural development (it is also the main implementation
body of agriculture-related policies), the Commission of Development and Reformation is
responsible for planning the policies and programmes. The Ministry of Forestry is responsible for
forestry production and forest resource management. Protection of natural forests and pollution
control are headed by the Ministry of Environment. The Ministry of Transportation is responsible
for improvement and management of transport throughout the country. Formulation and
implementation of certain policies therefore usually involves many governmental Ministries or
Departments. In such cases, the Government often forms a “working group” which is constituted
with members from all relevant ministries with one ministry in the lead.

Governmental Departments at the provincial level coordinate with the ministries at the Central
Government. At the local government level, one department can coordinate with more than one
department or Ministry at the higher level, depending on the population and economic size of a
given administration unit. At the township level, there is no government department and some
offices or officials coordinate with the higher government.
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However, poor governance is still a problem in translating policies into practice in China. This is
also compounded by the conflict of interest between central and lower level governments and
between individual officials and the public.

In 1980, China’s financial system went through a significant reform. Under the catchwords “reform
and decentralization,” a “contractual revenue sharing system” (Feng Zao Chi Fang) was
established. The provinces started to enjoy a multi-year fixed revenue contract (five years) with
the Central Government. The provinces and lower governments were allocated a number of
revenue sources (enterprises which pay profits and taxes) from which they could spend more if
they were able to collect more revenue. The revised Constitution (1982) clearly laid down the
principle that there should be a division of function and power between the Central and the lower
governments, and incentives should be provided (by giving more legislative and policy-making
powers) in order to motivate the creative initiatives of the lower level governments.

While the devolution of central level state power has ensured rapid economic development across
the country, it has created many power vacuums. Due to the vastness of China’s local areas, it is
impossible for the Central Government to have unified policies governing all areas. In order to
protect their local revenue bases, local officials are also know to work in a manner that sometimes
goes against government policy objectives. Because the lower government’'s revenue comes
mostly from industry and trade, many lower governments tend to neglect agricultural and rural
development, which yield little revenue.

There is still a need for an improved system of accountability and performance measurements for
local governments. Local officials are still more accountable to their supervisors at the higher level
of governments and less to the people they serve or work for. Successes of elected officials in
running local affairs are sporadic, due to interference from above, traditional local power
resistance, or the lack of having higher-up support in obtaining policy favors or preferential status.

Without policy favors, a locality cannot compete with those that get favors. This is also why “good

policy, bad implementation” happens, especially when an official believes that the policy is not
favorable to his own interests or good implementation of the policy is not helpful to his promotion.
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IV.General Economic and Social Policies and their Impacts on

Sichuan Mountains

4.1 General economic policies and their changes

The dynamic growth of the Chinese economy over the past 50 years ranks among the most
important developments of the twentieth century. China has experienced a number of policy and
institutional reforms, some of which have involved abrupt dislocations of economic, social, cultural
and political order. The official raison d’étre for these reforms was to promote rapid economic
development and a more equal distribution of wealth, to attain national self-sufficiency, and to
further socialist or communist ideals. Two distinct stages are normally used in describing the
development of the national economy: adoption and implementation of a Soviet-type economy
from 1952 to 1977 and gradual economic reform towards a market-led economic system since
1978.

Agricultural and rural development policies are integrated in the macro-economic and social
strategy of a country. Prior to 1978, as China faced a hostile international environment with
political isolation and economic blockages, the government adopted a heavy industry-oriented
development strategy to ensure the country’s defence capabilities and catch up with developed
Western countries. In this context, industrialization was taken as the key element to develop the
economic sector. In order to secure rapid industrialization, national policy focussed on the
maintenance of social and political stability in the country and had agriculture serve
industrialization. This approach was clearly stated in many official documents, especially those of
the 1950s. To guarantee low food and material costs for the heavy industry sector, agricultural
product prices were deliberately suppressed to subsidize the cost of living of urban workers. The
government also established the Hukou system (residence registration system)® in this period,
confining people to the village or city of their birth in order to ensure sufficient numbers of
agricultural labourers to produce grain for urban workers. This urban-biased policy created a large
gap in income and standard of living between rural and urban residents. Furthermore, at national
and provincial levels, mountain areas were usually considered as rural and there was generally no
distinction between the policies for rural areas and those for urban areas.

The state or collective-owned production assets and all firms produced products in accordance
with government plans and quotas. Prices of both inputs and outputs were strictly controlled by
government without regard for market demand and supply. Allocation of inputs among firms and

! The Hukou System is one of the social control/administration systems set up on the basis of households, whose
members, either in rural or urban areas, must register at the local public security office as a legal resident. After
registration, the households are issued a Hukou certificate, in which all members of the family are listed in detalil
as legal residents, and they are thereby more closely controlled by the local street office in urban or village
committees in rural areas. Noticeably, the Hukou System, which was established in 1958, has been adjusted and
reformed step-by-step in the last two decades and has less control over residents than before, even though it has
not been eliminated yet.
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products among consumers was also based on government plans rather than on market signals.
Workers earned a fixed monthly salary or an amount based on their working hours, often without
consideration of their work efforts. All these policies led to egalitarianism within rural areas and
within cities, despite the large gap between them.

In spite of the counterproductive economic policies, the Chinese economy did exhibit some
important accomplishments during 1952-77. Foremost of these was a record of impressive
economic growth. From 1952 to 1977, China's GDP grew at an average annual rate of 5.93
percent. However, due to the obligatory savings inherent in the Soviet-type growth strategy,
personal consumption grew at only 2.2 percent per annum during the same period. The result was
extremely low living standards for the general population, rural residents in particular. Chinese
economic reforms began in the rural areas in 1978. Urban-sector reforms did not begin formally
until 1984, before which some reforms were enacted in a piecemeal fashion. Nevertheless even
after 1984, the reform package was far from the big bang. In particular, urban-sector reforms
emphasized expansion of enterprise and local autonomy and incentives.

In addition, China gradually opened its economy to foreign trade and investment, which not only
contributed directly to rapid economic growth but also helped to restructure the national economy.
In the urban industrial sector, markets for most industrial products replaced the planned allocation
of goods. In other words, state-owned enterprises were forced to operate according to market
rules. Furthermore, non-state enterprises, both domestic and foreign, could be created and could
compete with state-owned enterprises in these markets.

In terms of Central Government fiscal and financial policies, the Government decentralized its
management system by granting localities greater flexibility in collecting revenue and making
expenditure decisions. This greatly increased incentives for local governments to develop their
economies to retain more revenue for improving local infrastructure and human capital.

Due to the regions’ differing tax bases, the trend of decentralization might have affected the level
of public expenditures across regions, therefore perhaps leading to differential rates of growth and
poverty reduction. Due to reform policies, national GDP has grown at about 10 percent per annum
from 1978 to today. Per capita income increased more than fivefold or 8.2 percent per annum.
The overall living standard of the Chinese population and national development indicators
improved at an unprecedented rate, approaching those in many middle-income countries.

4.2 Family planning policies

China is the most populated country in the world. The conflicts between increasing population and
the relative shortage of land resources have been the major problem for sustainable development
of the country for hundreds of years. In Chinese traditional society, the number of labourers is the
key factor affecting richness of a household because more labourers usually means that more
land can be reclaimed for agricultural uses and more products can be produced for daily
consumption or for cash. When there is no more land available for further reclamation, more
labourers or more labour inputs can also facilitate higher productivity, through intensive cultivation.
Therefore, the higher birth rate has had competitive advantages over a lower birth rate. To have
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more children is not only an “unenlightened” element of Chinese traditional culture, but also an
economic strategy to possess competitive advantage and to reduce the social and ecological
risks of the rural households, a phenomenon that is common to the whole monsoon Asia,
including China, India and those in South-eastern Asia.

In the late 1970s, the population of China came to a point that the conflict between the growing
population and shortage of land became critical. China is home to a quarter of the world's
population, but occupying only 7 percent of world’s arable land. Per capita arable land in Sichuan
is only 0.055ha, very close to the critical line of 0.053 ha recognized by FAO. It was widely
considered that most of the economic growth was taken up by the added population and the net
gain from economic growth was little. The growing population imposed not only a great deal of
difficulties in improving social welfare (e.g. education and health care), but was also attributed to
the massive poverty in rural areas. Moreover, because of the large population, the population
pressure on resources has been increasing. In order to cope with the increasing population and
satisfy the ever-rising standard of living, people have been exploiting resources and the
environment which has accelerated the worsening of the environmental pollution and resource
shortages. It is believed that the population burden has contained the speed and scale of
economic construction and development. The deterioration of the environment has
counteractively exerted constraints on the survival of the people.

Many have thought that the policy of family planning of China started in 1979; however, in
Sichuan for example, family planning can be traced back to the early 1950s. Before Chongging
was separated from the province, Sichuan was the most populated province in China and has a
long experience of suffering from the population burden.

As early as 1953, family planning work in Sichuan started. In 1955, Sichuan started to gain a
deeper understanding of family planning, popularized to the masses the knowledge on
contraception and provided technical guidance for those who would like to control their
childbearing. In 1963, according to the directives of the Central Committee of the Chinese
Communist Party, the Provincial Party Committee of Sichuan established a joint working group
consisting of agencies like the Department of Health, the Department of Consultation, the
Provincial Women's Federation and the Provincial Communist Youth League. In the same year,
the Provincial Party Committee of Sichuan also set up the Leading Group on Family Planning and
promulgated a circular called Comments on Carrying out Family Planning. In 1964, Chengdu
Station for Family Planning Technical Guidance was established, which was the first professional
institution providing technical guidance on family planning. The Great Cultural Revolution, which
started in 1966, caused family planning work in the province to come to a standstill and let
childbearing drift.

From 1971 to 1978, Sichuan led the family planning policy in China, serving as the pilot and
demonstration province for that policy. In 1971, Sichuan established the Provincial Family
Planning Commission and the staff members were listed on the government payroll. Starting from
1972, the rate of natural population increase was formally included in the Provincial Plan for
Economic and Social Development. In 1975, the Provincial Party Committee emphasized that the
"two productions" should both be regarded as crucial and put forward that the agriculture and the
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light and textile industry should be promoted while the population growth rate should be
decreased. The top party and government officials were asked to be in charge personally, and the
cadres should play a model and lead role in this. The province established a training centre for
technical workers in family planning, family planning publicity and education centre and a family
planning research institute, in order to strengthen the family planning related training, publicity,
education, exchanges, research and extension of research results in Southwest China and the
province.

In 1979, the Chinese government embarked on an ambitious program of market reform following
the economic stagnation of the Cultural Revolution. At the time, two-thirds of the population in
China were under the age of 30 years, and the baby boomers of the 1950s and 1960s were
entering their reproductive years. The Government saw strict population containment as essential
to economic reform and to improve living standards. So the national one-child family policy was
introduced. At the same time, Sichuan was selected by the State Family Planning Commission as
one of the first provinces in China to implement international cooperation projects on population
control.

The national policy of one-child consists of a set of regulations governing the approved size of
Chinese families. These regulations include restrictions on family size, late marriage and
childbearing, and the spacing of children (in cases in which second children are permitted). The
State Family Planning Bureau sets the overall targets and policy direction. Family Planning
Committees at provincial and county levels devise local strategies for implementation. Despite its
name, the one-child rule applies to a minority of the population; for urban residents and
government employees, the policy is strictly enforced, with few exceptions. The exceptions
include families in which the first child has a disability or both parents work in high-risk
occupations (such as mining) or are themselves from one-child families (in some areas).

In rural areas, where approximately 70 percent of the people live, a second child is generally
allowed after five years, but this provision sometimes applies only if the first child is a girl — a
clear acknowledgment of the traditional preference for boys. A third child is allowed among some
ethnic minorities and in remote, under-populated areas. The policy is underpinned by a system of
rewards and penalties, which are largely meted out at the discretion of local officials and hence
vary widely. They include economic incentives for compliance and substantial fines, confiscation
of belongings, and dismissal from work for non-compliance.

To ensure a successful implementation of the policy, the Provincial Government of Sichuan
stipulated a new Sichuan Provisional Regulation on Family Planning in 1987 and adopted a
provincial level strategy for family planning, which was characterized by a practical, classified and
comprehensive strategy where importance was also attached to the construction of three
networks, i.e. administrative management, publicity and technical services, and family planning
associations. Attention was also paid to the timely summarization and use of the successful and
typical experiences so that the family planning work could be pushed forward on a full scale.

Successful implementation of the policy depends on a virtually universal access to contraception
and abortion. With family planning workers and technical services in every townships, as high as
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80 percent of all rural married women use contraception in Sichuan; this statistic is about
one-third in most developing countries (Yang 1994). For the majority of women, no choice in
contraception is offered except the method recommended by the family planning worker. The use
of these long-term methods keeps abortion rates relatively low, with 25 percent of women of
reproductive age having had at least one abortion. The main reasons given for abortion are
contraceptive failure and a lack of government approval for the pregnancy under the one-child
policy. Women who proceed with an unapproved pregnancy are known to be reluctant to use
antenatal and obstetric services because they fear they will face pressure to have an abortion or
fines for violating the one-child policy. Many deliveries of babies that have not been officially
sanctioned occur at home without trained personnel, a practice that is associated with the risk of
maternal or neonatal mortality. A study carried out in rural Sichuan province in 1990 reported a
doubling of maternal deaths for unapproved pregnancies as compared with those receiving
government sanctions (Ni et al 1995).

When the one-child policy was introduced, the Chinese government set a target population of 1.2
billion by the year 2000. The census of 2000 put the population at 1.27 billion. The Chinese
government claim that the policy has prevented 250 to 300 million births. The total fertility rate,
which is defined as the mean number of children born per woman, decreased from 2.9% in 1979
to 1.7% in 2004, with a rate of 1.3% in urban areas and just fewer than 2.0% in rural areas. In
Sichuan Province, the population birth rate declined from 38.03% in 1971 to 15.75% in 1997 and
the rate of natural population increase declined from 28.96% to 8.75% In 2004, the growth rate
was as low as 5.24% in urban area and 10.4% in rural area. This trend has created a distinct
demographic pattern of urban families with predominantly one child and rural families with
predominantly two children.

The infant mortality rate dropped also significantly because of the policy. Before 1949, the
provincial infant mortality rate was as high as 201%, which had declined to 37.06% in the 1980s.
The infant mortality rate has further declined up to today. The provincial illiterate and semi-literate
population declined by 24.2% from 1982 to 1990.

In 2002, the Chinese Government announced that there would be no fundamental policy changes
but that certain aspects of policy implementation would be relaxed. For example, couples are to
be allowed choice in contraceptive methods as part of the so-called client-centred family-planning
services. These changes have now been introduced in 800 counties (out of a total of 3000),
including 45 in Sichuan Province, and more are planned. Furthermore, couples no longer need to
obtain permission to have a first child, a move that spells the end of the very unpopular system of
local birth quotas, which meant that couples were forced to delay pregnancy if the local quota was
exceeded. These changes, together with declining fertility aspirations, have reduced (though not
eliminated) the tensions associated with the Government's efforts to control population growth
and have allowed the Government to adopt a cautious and gradual approach to relaxing the
one-child policy.
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4.3 Rural education policies

In the development strategy of the Government, education has been taken as one of the policy
priorities because education was found strongly correlated with income and development
potentials for both a person and a nation.

Before the 1950s, merely 20 percent of school-aged children had access to schooling and over 80
percent of the population was illiterate or semi-illiterate in China. Primary education became the
Government’s initial target in 1956, namely, to make great efforts in reducing illiterates, gradually
extending primary education and achieving universal compulsory primary education within 12
years with available financial resources. However, this target could not be achieved due to the
poor economy caused by the natural calamities in late 1950s and social chaos throughout 1960s
and 1970s.

Since 1978, China began to recover from the Cultural Revolution (1966-1976) with massive
reform starting from rural economic system. Farmers’ demand for universal education access
roared up as their income increased and in pursuit of a higher living quality. In 1980, the Decision
on Several Issues Concerned with Primary Education formulated by the Central Government
further pinpointed universalizing primary education as a predominant task of the national
modernization drive and stated that universally accessible primary education should be provided
nationwide in 1980 and universally accessible primary education should be realized in some
developed areas. It also stated that provision should vary from area to area based on their
economic, cultural and other status, with region-based planning so that the objectives could be
achieved by phase and by groups. The state also committed itself to the provision of universal
primary education in the most disadvantaged areas. Moreover, as a reinforcing mechanism, a
certification system was proposed to regularly monitor and assess the progress.

With what has been achieved in primary education, the Central Committee of the Communist
Party of China released the Decision on Reform of Education System in 1985, which put forward
the goal of universalizing nine-year compulsory education stage by stage. In 1986, the annual
session of the People’s Congress passed the Compulsory Education Law, proclaiming the
compulsory provision of nine-year basic education, and that all the children at age of six should
have the right for schooling regardless of gender, ethnicity and race. The law also requires that
the state, the community, schools and families should guarantee the right of all children for
schooling. Measures on Enforcing the Law for Compulsory Education followed, which together
with the Law provided a legal protection system for rural universal compulsory education. The
policies, which focus on universalizing nine-year compulsory education to eliminate illiteracy
among youth and adults and to upgrade the rural population’s quality of life and the longer-term
goals, were to eliminate poverty and achieve sustainable social development. The main
objectives of the universal nine-year compulsory education policies were to promote education
based on the economic level and educational foundation of each area. Specifically,
universalization of nine-year compulsory education should reach areas where 85 percent of the
population live and the enrolment rate at the primary level should reach 99 percent and lower
secondary level 85 percent by 2000. Furthermore, universally accessible nine-year compulsory
education should be achieved in all the counties across the country by 2007.
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Since the 1990s, the Central Government has enhanced its support to poor rural areas. Jointly
with related government sectors and responsive to actual needs for promoting compulsory
education, the Government has formulated a series of policies and organized a number of
projects (such as project to hope, project of spring bud) to support such needy groups as children
living in poor rural areas, ethnic minority children, disadvantaged girls, disabled children, as well
as rural-urban migrant children to ensure their equal rights to education. The first priority was
given to universal primary education and second to universal lower secondary. The main areas of
intervention included provision of basic school facilities, training of teachers and principals, free
distribution of textbooks with 12.4 billion invested up to 2000.

Although the policies put rural and mountain areas as the priority and focus, the implementation
was more successful in urban areas, because urban governments usually have far more financial
capacity to implement the policy, while rural areas suffered from not only financial difficulties, but
also shortages of qualified teachers, relatively low public awareness and other necessary
education facilities (school buildings, equipment, dormitories for students and teachers). The
policy had the responsibility of providing rural education in the context of deficient national funding.
Thus, rural educational funding has been mainly raised by farmers through grassroots
organizations and local governments (mainly the township government). In many of mountain
areas, a tax (called education fee) was levied to all farmers and became a part of the taxation
burden in most of rural areas. Since the 1990s, with the introduction of a rural taxation sharing
mechanism, the shortcomings of the policy were exposed such as the heavy burden rendered to
farmers, teachers’ brain drain caused by arrears in salary, mismatch between governmental
officials’ ability for administration and requirements of quality compulsory education. With rural
taxation reforms that cancelled rural education donations and the educational surtax, the funding
sources for rural education no longer existed.

In order to address the above problems, the Central Government has made adjustments and
reforms to the rural compulsory education management system in 2001, stipulating that rural
compulsory education provision, under the direct administration of State Council, should be the
responsibility of local governments, with the county as the main management body. Through the
adjustments, two major shifts were achieved, i.e. shift from education donation by farmers to
governmental funding for education provision and shift from the township as the main
management body to the county as the main management body.

The rural compulsory education administration reform clarified various levels of Government's
responsibility. Confirmation of the county government as having the chief responsibility for
promoting rural compulsory education is the centrepiece of adjusting and improving the rural
compulsory education administration system. At the same time, it strengthened the Central
Government and provincial governments’ role for monitoring and macro-control in developing
rural education, especially compulsory education in poor rural areas. In addition, the major
responsibility of the township government in universalizing compulsory education was to mobilize
and support children from poor families to access education, to improve school and teachers’ life.

The persistent efforts for universalizing compulsory education during the past two decades have
made considerable achievements. Now China has primarily achieved the goals it had proclaimed.
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According to the statistics at the end of 2002, the population coverage rate of areas that achieved
universal access to the nine-year compulsory education has risen from 40 percent in the early
1990s to over 90 percent. As well, the rate of illiteracy among youths and adults was reduced
down to 4.8 percent over the same period. In 2002, 2598 counties were qualified to reach the
national standard of universalizing compulsory education, accounting for 90 percent of the total in
the country. The average years of schooling of the population rose from less than five in the early
1980s to above eight now, three years of increase.

The successful extension of nine-year compulsory education has greatly changed the backward
educational status of rural areas. It is apparent that the proportion of educated rural population of
the school-ages has increased significantly. The primary and lower secondary graduates out of
every 100 thousand people has risen from 7,255 during 1982 to 1990, to 9,261 from 1990 to 2000,
in which the latter were mainly generated from the compulsory education development in rural
areas. From 1990 to 2000, the primary and lower secondary graduates out of every 100 thousand
people in rural China has increased 14,037, 12,074 more than that of their urban peers. Success
in the expansion of rural compulsory education access, consequently, promoted rural literacy,
narrowed the rural-urban educational gap and further enhanced educational equity. From 1982 to
2000, the illiteracy rate among the 15 and above age cohort in rural China has dropped 26.19
percent (from 37.74 to 11.55), doubling that of urban areas, according to an official source
(National Report on the Progress of EFA in China. Ministry of Education, PRC, Oct 2003).

Due to the efforts aimed towards the Central and Western areas by Central Government and
various social sectors, the disparities, as measured by province, gender, ethnicity, have generally
been improved. In addition, in most provinces, the gender gaps have been largely narrowed. The
difficulty for girls to enjoy education has been eliminated. By 2002, the gender gap of access to
primary schooling was reduced to 0.09 percent. The enrolment gap between ethnic minorities and
national average has also been reduced from 3.7 percent in 1991 down to 0.92 percent in 2002.

At the same time, however, there are also 372 counties failing to achieve the goal, all
concentrated in the disadvantaged rural Western regions, including 42 in Sichuan of which 32 are
mountainous counties. Although the Chinese Government has made great efforts in mobilizing
resources for the compulsory education program, the total investment is still low when compared
with international standards. The new administration system relying mainly on county-based
management is facing many difficulties, especially in the basic education provision system which
appears less operational in those poor rural counties due to lack of fund-raising capacity.

Moreover, our field experiences in Western Sichuan revealed that in spite of the great progresses,
attendance rates in many poor mountain areas still lag behind the rest of the province. At the
community level, we found that that despite the abolition of school fees and the provision of
boarding schools for graduates of primary schools in minority ethnic areas and in poor mountain
areas, the dropout rates in those areas remain high largely due to the need for household labour,
the low quality of education provided and the inability of schools to provide villagers with
competitive jobs after graduation.
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4.4 Rural health insurance policies

The manifestation of the public health care policy in rural China can be seen in the unique Rural
Basic Cooperative Medical System. It started in 1955 with the collectivization movement in Anhui
Province and extended to the whole country in 1960.

Unlike other transitional economies with a legacy of providing universal access to publicly funded
health services, financing of healthcare for the rural populations in China has been left to the local
communities. Under the old command economy, the Rural Basic Cooperative Medical System
(RCMS) was developed as a community-based prepayment system. The system was an
integrated part of the overall collective system for agricultural production and social services.

During the peak period of the Rural Basic Cooperative Medical System (1970s), 90% of the rural
population was covered under this prepayment scheme. However, after the agricultural reform in
the early 1980’s, this community financing system collapsed in most of the rural areas (Liu et al
1995). Since the 1980s, China has moved away from central planning towards a market economy,
a trend that is also reflected in the health system. Along with growing commercialization within the
economic sector, access to health care has been increasingly dictated by ability to pay. In rural
areas, the transition from agricultural collectives to what is termed the “household responsibility
system”, weakened the financial base of the cooperative medical system. The Rural Basic
Cooperative Medical System collapsed in the majority of rural communities. In 1993, insurance
coverage for rural residents had fallen to 12.8% (Ministry of Health, 1994). By 1998, only 9.5% of
the rural population was insured (Ministry of Health, 1999). This decrease in insurance coverage
for the rural population has taken place at a time when medical costs have escalated.

While total health spending as a percentage of GDP of China increased from 3.2% in 1980 to
4.8% in 1998, the Central Government share of that total decreased from 36.4% to 15.5%. Over
the same period, the private spending share increased from 23.2% to 57.8% (Health Economics
Institute, 2000). Since the collapse of the once successful Rural Basic Cooperative Medical
System in the early 1980s, many rural residents, especially the poor, have faced severe problems.
User charges and high direct costs now effectively block access for the many people who lack
sufficient income to purchase basic healthcare when they need it. Moreover, medical expenses
have also caused financial catastrophes for many rural mountain families.

There have been efforts to revitalize RCMS since then. In 1996, the Central Party Committee and
the State Council held China’s first National Health Policy Conference and announced that
voluntary RCMS schemes should be established and improved as a major strategy to provide
rural health insurance coverage (Ministry of Health, 1997). However, very little progress has been
made. According to the Ministry of Health’s national health services surveys, nearly 80% of the
rural residents do not have any insurance coverage today, although overall insurance coverage
improved somewhat (mainly due to an increasing percentage of people buying private insurance)
over the 10-year period between 1993 and 2003

Lack of insurance coverage coupled with escalating medical costs causes serious access and
impoverishment problems for Chinese rural residents. According to the China 2003 National
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Health Services Survey, 30% of the rural patients who were recommended hospital admissions by
the doctors refused to be hospitalized. The majority of those who had forgone hospitalization
(70%) cited a lack of financial means as the major reason for their decision. Even among those
who were hospitalized, 43% discharged themselves against medical advice. When officially
designated rural “poor households” were asked to identify the major reasons for their
impoverishment, the most frequently cited reason was disease and injury.

Based on the recognition that many rural communities cannot establish the rural health insurance
schemes they need by themselves, the Government in 2002 changed its previous policy of
requiring RCMS to rely totally on local resources. The new policy stipulates that for the 400 million
rural residents who live in China’s Midland and Western regions, the Central Government will
provide 10 Yuan (USD 1.25) premium subsidies per capita, to be matched by at least 10 Yuan
contributions from the provincial and lower levels of government, and at least 10 Yuan
contributions from the individual families. Twenty Yuan (USD 2.50) per capita support from the
Government may not seem very much, but for the past 30 years, the Chinese Government has
paid almost nothing to support the purchase of healthcare services by the rural farmers. In that
context, the new policy represents a breakthrough.

Currently, these new systems are being piloted in 304 counties in 31 provinces of China, enrolling
about 65 million people with a relatively high enrolment rate of 70%. The major difficulties
encountered by the pilots include financial strain on the local government budget, high
administrative costs in collection and lack of administrative capacity. For those poor households
who cannot afford to pay the premium to join the new system, the Government plans to cover
them through the rural Medical Assistance (MA) schemes, the exact structure of which is yet to be
defined. The MA system is administered by the Civil Affairs Administration. Moreover, the Central
Government is also considering how rural public health services (e.g. disease surveillance and
immunizations) can be strengthened through separate and vertical purchasing mechanisms by
the Central Government.

In Sichuan Province, demonstration of the new Rural Basic Cooperative Medical System,
organized by the Central Government, started in 2003, involving 2.1 million rural people and five
counties. The counties selected for demonstration are located in plain, hilly and mountain areas,
representing fairly good, good, average and poor counties in terms of rural per capita income. In
the total investment of 49 million Yuan RMB, 13 million was from the direct subsidy of Central
Government, 4.7 million was from the Provincial Government, 5.8 million was from Prefecture
Government, and 6.7 million was prepaid by farmers. On average, per capita prepayment from
farmers was only 3.2 Yuan RMB (USD 0.4). According to the regulations, the higher the per capita
income, the lower the reimbursement ratio and the reimbursement line is higher. For example, the
per capita income of Dujiangyan County (half mountain and half plain) is the highest in the five
counties, so the reimbursement ratio is the lowest (20-30%), and the reimbursement line is the
highest (300 Yuan RMB and up ); while in Jinyang County (Liangshan Yi Autonomous Prefecture),
the poorest mountain county in the five counties, the reimbursement ratio is the highest (20-65%),
and the reimbursement line is the lowest (200 Yuan RMB and up). The results showed that the
mean proportion of actual reimbursement expenses in the total fund was about 40%. The
proportion was significantly higher in mountain and poor counties. Our field surveys in the
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mountain counties found that the designed reimbursement line was still too high for the poor
mountain people and the actual medical expenses were far more than that which was eligible to
be reimbursed in the system. There were many sick farmers reverting back to poverty because of
the high actual expenses for medical care. Another problem of the new system was that the
governments, especially the local governments, are generally not capable of continuous support
to the system. The low proportion of actual reimbursement of expenses in the total investment is
not a positive sign as it indicates that either the actual cost was low (obviously it was not), or the
fund management was bad. The author could not say that the demonstration was a substantially
success.

While the Central Government carried out its demonstration, Chengdu Municipal (capital city of
Sichuan Province) Government is testing the new Rural Basic Cooperative Medical System in all
of its suburban rural areas. All the counties are relatively rich and most are in plain areas. The
experiment covers about 80% of Chengdu’s rural people. Without financial support from Central
and Provincial Governments, the Municipal Government together with the country government
provided 15-25 Yuan RMB annually for each farmer, while the farmer provide 10 Yuan RMB to the
fund. The per capita sharing of the fund is similar to that in Central Government’s demonstration in
rural area. The results showed that the mean proportion of actual reimbursement expenses in the
total fund was above 82%, which was much higher than that in other rural areas of the province.
According to the Chengdu Health Administration, the system has covered less than 10 percent of
actual cost for medical care.

4.5 Rural labour migration policies

When the Hukou System (residence registration system) was introduced in China in the late
1950s, there had not been any large-scale voluntary rural-urban labour migration for almost two
decades. In the early 1980s, rural labour migration remained relatively low with an estimated
‘floating population’ of around two million.

The year 1984 is a milestone in the history of rural labour migration in China. Rural labourers were
officially permitted to move to cities to seek jobs or run small businesses. Consequently, rural
labourers were highly motivated and the number of migrants reached 26 million by 1988. Mr.
Deng Xiaoping's speeches in Southern coastal China in 1992 gave rise to another wave of
investment and rapid development in China, especially in Southern coastal areas. This generated
a great number of employment opportunities and brought a great increase of rural labour
migration so that the population of rural labourers reached 62 million in 1993 and 70 million in
1994.

During the late 1990s, the “Three Rural Problems” (rural production, rural community and rural
people) reached a point of severity in China, especially in Central and Western regions. As a
consequence of these problems plus the pro-urban, pro-Eastern governmental policies, the
income gap further widened between rural and urban residents, as did regional economic
disparity between Western, Central and Eastern regions. In this situation, many rural labourers,
even those not considered “surplus”, had to seek non-agricultural activities in cities. As a result,
the number of rural migrants has kept rising: 94 million in 2002, 114 million in 2003.
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The historical changes of policies concerning rural labour migration can be summarized as
follows:

1949-1958: Planning rural labour migration. In this period, rural labourers were encouraged to
participate in urban development. As a result, about 40 million rural people were recruited for
the urban industrial sectors.

1958-1983: Prohibiting rural labour migration. Under the systems of Hukou, purchase and
sale of food products, food coupons, and the People’s Commune, rural labourers were
prohibited to leave their home villages to seek jobs or run businesses without official
permission.

1984-1988: Allowing rural labour migration. In 1984, an official document was issued to allow
rural labourers to enter cities for employment. This “big” change was closely related to other
socio-economic and institutional changes, such as continuous harvest and agricultural
production, the collapse of the People’s Commune System, and the reform of the system of
purchase and sale of food products.

1989-1991: Restricting rural labour migration. During this time, the Central Government
regulated the national economy to combat inflation. Policies were issued at central and local
levels to restrict rural labour migration.

1992-2000: Regulating rural labour migration. The policies at central level allowed, regulated,
and even encouraged orderly rural labour migration, but some local policy makers of large
cities and coastal areas imposed regulations to restrict rural migrant labourers’ in-flow and job
seeking.

Rural-urban labour migration has become a significant socio-economic phenomenon. Rural
migrants have accounted for more than 10 per cent of China total population. The Central
Government has attached much importance to it, and especially since 2000, many policies have
been made to protect the rights of rural migrants and even promote rural labour migration.
Noticeably, on 1 October 2001, China’s Central Government began an experimental reform of the
residence registration system in more than 20,000 small towns (Beijing gingnian bao [Beijing
Youth Daily], 28 September 2001). In addition, local governments began to reform their individual
Hukou systems and made urban residency more easily obtainable for rural migrant labourers.

In early 2002, the State Council issued the “No. 2 Document of 2002, which designated migrant
workers “members of the working class” rather than farmers, formally acknowledged their
contributions to urban development since the early 1980s, deciding therefore that no
unreasonable limits or biased policies should be inflicted upon rural migrant labourers. The
document also set out four principles for new policies: fair treatment, reasonable guidance,
improved management and better services. In January 2003, the State Council Office’s “No. 1
Document” drew from these four principles the following commitments:

Abolish any excessive unfair restrictions on rural labourers seeking either temporary or
permanent employment in urban areas;

Ensure that employers of migrant labourers act in accordance with the law concerning
contracts and punctual payment of wages;

Improve the working and living conditions for rural migrant labourers, especially women,
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including health care and personal safety;

Provide legal and skill training for rural migrants: training is strictly voluntary and no
unreasonable fees should be charged;

Provide access to education for children of migrant workers equal in quality to that afforded to
the children of urban residents;

Improve administration of migrant populations, including family planning, education for
children, labour employment, heath care and legal aid.

To honour the commitments stemming from the 2003 “No. 1 Document”, the central ministries
have issued a series of concrete policies and launched projects to ensure fair treatment and
improved social services for rural migrant labourers:

Training programmes . In September 2003, the State Council devised The National Plan of
Training Rural Migrants for 2003-2010, to provide hundreds of millions of migrant workers with
introductory training in the areas of law, health, job-seeking and vocational skills. In March
2004, the Ministry of Agriculture launched the “Sunshine Project” to train new rural migrants in
their rural home areas, with a concentration on the poorest of these areas.

Education services for migrants’ children . In September 2003, the State Council published
a document on a plan to improve basic education services in cities for migrant children, who
numbered over six million in 2003 (People’s Daily, 6 September 2004). The document
assigned urban governments and their public schools the responsibility of educating the
migrants’ children.

No more delayed wages . In September 2003, Central Government issued a document to
“Solve the Problem of Delayed Wages of Migrant Workers in the Construction Industry”. In
September 2004, the two ministries established explicit regulations for the payment of migrant
construction workers.

Health services and work-injury insurance . In January 2004, the Ministry of Health issued
a document on the improvement of health services, the prevention of work-related illness, and
the providing of treatment for work-related illness among migrant workers. In June 2004, the
Ministry of Labour and Social Security (MOLSS) issued a document underscoring the
necessity for work-injury insurance for migrant labourers, to be provided by employers and
enterprises, especially in high-risk industries, such as construction, mining, etc.

Within the framework of current policies, migrant labourers can, i) move into and obtain
permanent residency in small cities and townships; ii) seek non-agricultural jobs in urban areas; iii)
appeal to urban authorities like labour agencies for help and protection; and iv) enjoy improved
social services, such as training programmes, children’ education, healthcare, etc.

The principal reason for migrating from primarily rural to urban areas is to seek non-agricultural
work opportunities and escape poverty. Migrant labourers mostly come from China
underdeveloped Western and Central provinces such as Sichuan, Anhui, He’'nan and Gansu, and
mainly head to urban areas, South-eastern coastal locations and metropolises like Beijing and
Shanghai, as well as nearby townships, surrounding counties, small cities and provincial capitals.
In 2003, the number of rural migrant labourers reached 114 million, accounting for around 20 per
cent of rural labourers. Labour migration from rural to urban areas has contributed about 16 per
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cent of the total growth of China’s GDP over the past 20 years. By 2020, it is estimated that
another 100 to 150 million “surplus” rural labourers will join the rural labour migration.

As the most populous agricultural province of the country, Sichuan has been the pioneer province
of rural labourers’ migration and the biggest rural labour migration source in China. It was
estimated that there were at least 15 million “surplus” rural labourers (some estimated 10.1
millions were “surplus”) in the province, accounting for almost 20% of total labourers of the
province. The Provincial Government as well as the local governments have attached a great
importance to rural labour migration as a way to promote economic development and have
considered it as one of the most effective ways to deal with the San Nong issues, and have
adopted a series of policies to promote labour migration. In addition to the Central Government’s
policies mentioned above, the provincial government has set up a provincial-wide network to
provide labour market information services in all major labour source counties. The local
governments are assigned a responsibility to actively organize rural labour migration, while the
provincial government takes the role to develop new labour markets, including the overseas
market. In this province, rural labour migration to a certain extent is rather a
government-organized movement than a voluntary activity of farmers.

In the last two decades, Sichuan witnessed a boom in rural labour migration. During the
mid-1980s, there were only about 0.1 million rural labourers emigration from Sichuan. But in the
mid-1990s, the figure came to over six million and the income earned from outside employment
was over six billion Yuan RMB (USD 0.75 billion, at the same time the total provincial fiscal
income was USD 23 bhillion), accounting for almost one-fourth of the total government fiscal
income (Table 1). By 2005, the number of rural labour migrants reached a surprisingly figure of
16.4 million, which was more than the theoretical “surplus” rural labours of the province.
According to a government report, the total cash income from rural labour migration was over 250
billion Yuan RMB (USD 31.3 billion) in the last 15 years in Sichuan, which was almost 70% of the
total cash income of rural people during the same period.

Table 1: Number of rural labour migrants and the in ~ come of Sichuan Province
from labour migration (1985-2005)

Year 1985 1995 2002 2003 2004 2005
Number of rural labour
. - 0.1 6.1 12.5 13.7 14.9 16.4
migrants (million)
Income from labour
migration (billion Yuan - 6.0 - 47.4 57.6 72.2

RMB)

Source: Sichuan Government Report to the provincial People’ Congress of various years.

Promoting rural labourers migration has been one of the most influential policies that affects the
economic situations and social structures of rural and mountain areas. For the Government, it has
turned out to be a key element in the integrated strategy to cope with rural poverty. According to a
Government report, for poor rural areas, one labour emigration can result in one household’s relief
from poverty, an immediate effect that any other measure could not achieve; for the ordinary rural
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household, one labour emigration can make the household rich; and for the Government, rural
labourer's migration has significantly mitigated the problem of “surplus” rural labourers and
accumulated a huge amount of capital that can be used for economic development of the
province. In addition, a better access to information and technology and the increasing capacities
of rural people brought about by the labour migration have provided a good opportunity to further
develop the rural and mountain areas of Sichuan. According to a survey made by the provincial
government in 2005, a total of 200 billion Yuan RMB was remitted by emigrants which helped
create over one million jobs in local areas. Among the 200 billion Yuan RMB, about 40 billion was
re-invested in agriculture or the non-farming sector in rural areas of Sichuan. The migration of
rural labourers has been a significant factor in promoting the urbanization of Sichuan.

On the other hand, the rural labourer migration policies also imposed some negative impacts on
sustainable rural and mountain development:

Increasing disparities among areas and households . The migrant labourers disperse from
the countryside in a variety of ways. They move from rural to urban areas, from interior to
coastal areas in the country and from mountain areas to plain and urban areas in the province.
As for rural places of origin, there exists a remarkable disparity between areas in mountain,
hilly and plain areas. In hilly and plain areas, many “surplus labourers” move to other
provinces, especially the Eastern coastal province and make more earnings; some even
migrate outside of China. “Sichuan restaurants” and Sichuan workers are now almost
everywhere in the world. At the same time, in the mountain rural areas, because of their
remoteness and lower access to market information and the relatively lower “labourer
gualities” (education level is generally lower than that in hilly and plain areas), there are far
fewer people going outside to find employment and the earnings of mountain labourers are
also far less than that of their peers from the plain and hilly areas. Statistics of Sichuan
Province in 2005 showed that of the 60 million out-of-province labour migrants only 0.1% were
from the Western Sichuan mountains (Liangshan Yi Autonomous Prefecture, Gaize Tibetan
Autonomous Prefecture and Aba Tibetan and Qiang Autonomous Prefecture), and the
average earning of the migrating labourers from the mountain areas was only one-third of that
made by plain and hilly labourers. However, the statistics also showed that around 30% of the
“surplus” rural labourers emigrated every year, in other words, most of the mountain labourers
just migrated within the province and made less money. On the other hand, not every
household can have the “surplus” labourer for outside employment. It is especially true in
mountain areas where the economy is still at a stage of subsistence and the number of
labourers is still the key factor determining the wealth of a household. As a result, in some
mountainous areas, the poor became poorer, and rich became richer.

Interfering local development . The reasons for rural labour migration are not just because
the non-farming activities are more attractive, but also because the productivity and profit of
agricultural production are too low. Because “high quality” labourers i.e., young and physically
strong labourers and those with certain degree of education, are usually only able and more
likely to migrate, in many rural places in Sichuan Province, there is a general shortage of
capable labourers. This phenomenon is called the “feminization of agriculture” and
“hollowization of rural areas”, resulting in great difficulties for agricultural development. For
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many rural household, only women, children and old people are left for agriculture, and many
local governments find it almost impossible to extend new techniques and to promote high
quality agricultural production effectively in many hilly and mountain areas. Moreover,
because of the labour shortage and the extremely low profit earned from agricultural
production, the phenomenon of farm abandonment is emerging widely in Sichuan Province.
According to a governmental report, up to 2004, over a half million hectares of farmland were
abandoned due to this reason; most of the abandoned lands were in hilly and mountain areas.
These problems, together with the “brain-drain” occurring in rural areas, are becoming one of
most challenging issues for sustainable rural and agricultural development in Sichuan
Province, especially in its mountain and hilly areas. In our field interviews, many local officials
told the author that the situation is urgent. They estimated that there would be a sharp drop in
agricultural production in their areas within 2 or 3 years.

Increasing social problems in urban areas . While many rural labourers emigrate to Eastern
and other developed regions, many rural labourers from remote mountain areas just go to the
nearby cities like Chengdu, Panzhihua and Mianyang within the province. Most of the
mountain labourers are comparatively uneducated and poorer, and thus have far less
opportunity to find jobs. Language is another factor preventing them from going to other
places and finding good jobs because they usually only speak local dialects. When these
people fail to find jobs, they are usually also not able to afford to going back home and
become so called “Mang Liu” (people moving to urban area without jobs). In Chengdu, the
capital city of Sichuan Province, most of the “Mang Liu” were from Liangshan Yi Autonomous
Prefecture, the poorest mountain ethnic area of the province. Because they are jobless and
homeless in the city, some of them were involved in illegal activities like drugs, looting, scams
and many other criminal activities. A police report even said that almost 30% of criminals
arrested in Chengdu were from Liangshan during the mid-1990s and early 2000. The Yi
people also went south down to Kunming, the capital city of Yunnan Province and reportedly
contributed to around 20% of the criminals to that city. In fact, the “Mang Liu” caused crimes
should not only be attributed to Yi people as the similar problems also occur in other regions
in China, where the major culprits are Chinese Han.

Gender issues. Women account for about one-third of China’'s rural migrants and this
proportion maintains a rising trend. Research shows that on the one hand, in comparison with
male migrants, they may face greater adversity in the process of migration, thus become more
vulnerable. On the other hand, female migrants make valuable contributions to their families
and local development, and sometimes their migration experiences help to improve their
social status and promote gender equality. However, the current policies concerning rural
labour migration have not adequately considered gender issues.

In summary, the governments have acknowledged that rural labour migration can make a
valuable contribution to both rural and urban development. However, despite the positive effects
of labour migration, it has its negative impacts, such as increasing disparities among areas and
households, and cause “brain-drain” in the rural areas of origin, interfering with local rural and
agricultural development, and causing social problems in the receiving urban areas.
Out-migration occurs both in lowland and mountain areas of Sichuan. In the backward mountain

31



areas, most of the out-migrant workers are from families with medium or higher-level incomes.
The poorest are unable to migrate because of financial constraints they face as they lack the
means to travel, bear risks and finance job searches. Migration thus tends to raise the incomes of
middle-income families relative to low-income ones, which widens income inequality in these
areas. As a result, the negative impacts of migration are more severe in mountain areas.
Therefore, it is important to forge a “win-win” relationship between rural labour migrants and local
urban development. Considering the negative effects mentioned above, policy makers must make
local-specific strategies for local development in terms of labour migration and gender equity, so
that such mountain specificities can be further addressed.

Figure 5: Main receiving (+) and sending areas of r  ural labour migrants in China

Source: Huang Ping & Frank N. Pieke, 2003.
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V. Agricultural and Rural Development Policies

To better understand the current agricultural and rural situations, it is important to know the policy
changes and their effects. As the disparity between urban and rural areas and the many rural
problems are rooted in previous policies, this assessment will primarily focus on policies after
1978 when the country’s fundamental transformation started, and use the cases from the
mountain area of Sichuan Province to assess the impacts.

5.1 Changes of agricultural and rural developmentp  olicies
5.1.1 Policies before 1978

Land Reform (Prior to 1953)

Large-scale land reform was one of the first priorities of the newly formed Communist
Government. Until the 1949 Revolution, land ownership was feudal, with approximately 70 to 80
percent of the agricultural land held by property owners who themselves constituted only 10
percent of the rural population. Most farmers were landless farmers who rented land, often at
exorbitant rates, from these landowners. Soon after 1949, land was confiscated by the
Government without compensation and redistributed to peasant farmers. By the end of 1952, the
land reform was successfully accomplished (Ministry of Agriculture, 1989).

Collectivization (1953-56)

Beginning in 1952, some small-scale peasant farmers voluntarily pooled their land and other
resources into a cooperative mode of operation. At first, farmers were free to join or leave the
cooperatives without penalty. Government efforts to develop large collective operations soon
followed, and by 1956 most of China agricultural production was done on a collective basis (Lin
1990; Putterman 1990). Under this system, land ownership was vested in a collective that usually
consisted of some 200 families. Within the collective, an individual income was tied to the number
of work points accumulated throughout the year in relation to the time, effort, skill and political
attitude the labourer brought to the collective work. Households also farmed home gardens on
private plots, which then constituted about five percent of all arable land. Produce from these
gardens could be sold on free markets (Ministry of Agriculture, 1989). All these policies led to
rapid growth in both production and productivity, with annual growth rates of 5.3 percent and 2.7
percent, respectively (Fan and Zhang, 2001).

Great Leap Forward and Communization (1957-60)

Beginning in 1958, the Central Government promoted an even larger scale of production in
agriculture. Advanced cooperatives were merged into communes. The forced rapid
collectivization gave farmers no incentives to increase production and productivity, since their
income and well-being was no longer linked to their work efforts. At the height of the commune
movement in 1958-59, the average communal unit had grown to 5,000 households covering
10,000 acres, and food was allocated on the basis of need as much as on accumulated work
points. The communes owned virtually all production means except for agricultural labour. The
government, through its administration and procurement systems, rigidly controlled both quantity
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and price of outputs and inputs. Commune leaders made production decisions, with the role of
farmers limited to supplying labour for the commune production. Work on private plots was also
prohibited. As a result, both agricultural production and productivity declined sharply, by six
percent and five percent per annum, respectively. The widespread drought and floods in most of
China in 1959 worsened the devastating situation. An estimated 30 million people died of
starvation, one of the largest human tragedies in history (Lin 1990; Lin and Yang 2000).

Economic Adjustments (1961-65)

The Great Famine (1959-61) led the Government to implement an adjustment and consolidation
policy after 1961. Production was decentralized into smaller units called production teams, a
sub-unit of the commune consisting of only 20 to 30 neighbouring families. By 1962, production
teams were the basic unit of operations and accounting in most rural areas. Decisions on farm
operations, including the adoption of new technologies, were primarily made by team leaders
(Ministry of Agriculture, 1989). Production and productivity recovered rapidly, growing at more
than 9.0 percent and 4.7 percent per annum, respectively.

Cultural Revolution (1966—76)

During the Cultural Revolution of 1966-76, production and productivity growth were again
depressed by policy failures. The Government reinstated many controls that were loosened
during the three-year adjustment period of 1962-65. Although production was still organized in the
smaller unit production teams, it was nonetheless tightly controlled by the Government. Farmers’
incomes were not closely related to their production efforts. The Government controlled virtually
all input and output markets. No market transactions of major agricultural products were allowed
outside the procurement system. Market exchanges of land between different production units in
the collective system were also outlawed. Because farmers had few incentives, inefficiency was
rampant in agricultural production. Production during this period grew at 2.6 percent per annum
and there was virtually no gain in total factor productivity.

5.1.2 Policies between 1979 to 1997

The First Phase of Reform (1979-84)

Due to the more than two decades of poor performance of the agricultural sector, the Central
Government decided to reform rural areas in 1978. These reforms occurred in two fairly distinct
phases. The first phase focused on decentralizing the system of agricultural production, while the
second phase emphasized liberalizing factor and output markets. During the initial phase of the
reforms, the state raised its procurement prices for agricultural products and reopened rural
markets for farmers to trade produce from their private plots. After two years of experiments, in
1981 the Government began to decentralize agricultural production from the commune system to
individual farm households.
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By 1984, more than 99 percent of production units had adopted the household production
responsibility system and the household contract system?. Under the system, farmers were free to
make production decisions based on market prices as long as they fulfilled the governmental
procurement quotas for grains. Land was still owned by the collectives, but use rights could be
transferred. In addition to decentralization of the production system, the Government began to
reform the agricultural procurement system. Prior to 1984, virtually all commodities were subject
to various governmental procurement programs. In 1984, the number of commodities within the
governmental procurement system was gradually reduced, from 113 to 38 (Ministry of Agriculture,
1989). Unsurprisingly, both technical efficiency (from the decentralization of the production
system) and allocative efficiency (from price and marketing reforms) increased significantly during
this first phase of reforms. Production increased by more than 6.6 percent and productivity by 6.1
percent per annum from 1979 to 1984. Per capita income in rural areas increased dramatically
during this phase, with mean growth rate over 15% every year.

5.1.3 The Second Phase Reform (1985-97)

At the end of 1984, the third Conference of the 12th Plenary of Chinese Communist Party (CCP)
marked a major policy transit in the macroeconomic social strategy of China. In the official
document of “Decisions on Economic System Reformation by the Central Committee of the CCP”,
it was stated that the first phase of economic system reformation has achieved great success in
rural areas. The experiences gained from rural areas and the needs of urban development are
providing us favourable conditions to change the reformation focus from the rural areas to urban
areas. Based on this fundamental judgment, since 1985 the development emphasis has been
quickly transferred from rural to urban areas. Rural policy reacted to the radical changes and
resulted in a series of policy changes. The second phase of reforms for agriculture and rural
development was designed to further liberalize the country’s (agricultural) pricing and marketing
systems, while heightening the prices of agriculture products, lowering the prices of input products,
reducing farmers’ taxation burden and creating new mechanism of investment to agriculture.
However, the Government cut the marginal (above-quota) procurement price for grain in 1985.
Meanwhile, input prices increased much faster than the Government’s output procurement prices,
raising production costs. The result was an end to the rapid output growth of the previous five
years. Annual production grew at only 2.7 percent during this second phase of reforms and there
were no significant productivity gains.

2 The household contract system is a contract practiced in rural areas of China, by which each person can
contract a plot of land from the village for cultivation. The Central Government stipulated in a document issued in
1982 that the land-use right obtained by farmers should remain unchanged for the next 15 years. In 1996, when
the first term of land contracts was over, the second term was given for 30 years. Moreover, it was explicitly
stipulated that during the second term of contract, once the land was distributed, the determined ownership of land
would not be altered for at least 30 years. Legally speaking, the land belongs to the village, but farmers have the
powers of management, disposition and inheritance of land. As long as farmers pay the contracting fee and
agricultural tax, the villages cannot interfere in the farmers' operations on any account, let alone adjust or take
back the cultivated land. The two provisions actually made the farmers' right to contracted management a
long-term one and as a result, contracted land became an asset of farmers (Xiang Zhaolun, 2001).
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In the 1990s, the Government continued to implement market and price reforms, and it further
reduced the number of commodities under the governmental procurement system. The number of
commaodities subject to state procurement programs declined from 38 in 1985 to only 9 in 1991. In
1993, the grain market was further liberalized, and the grain rationing system that had been in
existence for 40 years was abolished. In 1993, more than 90 percent of all agricultural produce
was sold at market-determined prices, a clear indication of the degree to which China agriculture
had been transformed from a command-and-control system to a largely free-market one. To
increase farmers’ incomes, the Government increased its procurement prices for grains by 40
percent in 1994. In 1996, it increased procurement prices 42 percent further. As a result,
agricultural production and productivity continued to rise rapidly with growth rates of 3.8 percent
and 2.3 percent per annum, respectively, from 1990 to 1997 (although these were lower than
during the first phase of the reforms).

There was a sharp decrease of rural per capita income growth during this phase. While the growth
rate in 1984 was 11.3%, it was dropped to 4.0 in 1985 and was very unstable throughout the
phase. The growth rate even hit -7.8% in 1989.

5.1.4 The Third Phase Reform (1997 to 2003)

The third phase of agriculture and rural policy reform was marked by the 15" Plenary of CCP.
Recognizing the negative impacts of the policies adopted in the previous phases, i.e. slowing
growth of agricultural production and farmers’ net income, decreasing of investment to agriculture
and rural development, increasing of farmers’ taxation burden and rising of conflicts and disparity
between rural and urban areas, the Central Government put forward a strategy of “taking
agriculture as the first priority in economy, stabilizing the basic policy in rural area, deepening rural
reforms, ensuring a steady net income increase of farmers”. To implement this strategy, a variety
of policies were adopted, including the encouragement of investment in agricultural and rural
development, development of high efficiency and intensive agriculture, promoting the
industrialization of agriculture, laws and policies to stabilize household production responsibility
system, strengthening service systems to support agriculture production, enhancing and
protecting legal rights of farmers.

The overall economic performance of China was quite good at this stage. With a mean GDP
growth rate of over 9.2% and relatively low inflation, the per capita income in urban areas
increased by over 10% every year. However, the growth rate of per capita income in rural areas
was only 5.6, 4.3, 3.1, and 2.1 percent respectively in 1997, 1998, 1999 and 2001. In Sichuan
Province, the growth rate of per capita income in the rural areas was only 4.4, 6.1 and 5.8 percent
in 2001, 2002 and 2003 respectively.

5.1.5 The Fourth Phase of Reform (2004 up to now)

Up until 2004, the Central Government, aware of the rapid development in urban areas and the
increasing disparity between rural and urban areas, changed its fundamental strategy for
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macroeconomic and social development, and took sustainable and “harmonious “® development
as the ultimate goal. The basic judgment was that, the country’s development (in urban areas)
was coming to the stage that the Government was able to focus back on agricultural and rural
development. Objectives of these changes were to balance social and economic development
between rural and urban areas, raise the capacities of agriculture and farmers’ resilience to
economic and natural risks, while ensuring food security of the country. The most impressive
policies, according to No 1 document of CCP Central Committee of 2004, was the direct
subsidization of agriculture and rural development with fiscal and other State supports, which
were included in the following policies: 1) abolishment of agricultural tax system; 2) providing
direct subsidies to grain production; 3) providing subsidies to extension of high quality seeds; 4)
providing subsidies to extension of agricultural machines; 5) implementing the policy of lowest
purchasing prices for grain products to protect the interests of farmers. Among these new policies,
abolishment of the agriculture tax was tested in two provinces in 2004 and has been implemented
nationwide since 2006. The other policies are still in the demonstration stage and have not been
applied nationwide. For example, the government fund for agricultural machine subsidies in the
first half of 2004 was only 70 million RMB. In the second half of 2004, it was increased to one
billion RMB and around three billion in 2005.

In summary, prior to 1978, the major national objective of rural policy was to provide cheap food,
capital and labour for urban residents and industrial development. To achieve this, the
Government tightly controlled rural production, marketing and trade. Production targets and state
mandatory procurement quotas were determined according to urban requirements. Procurement
prices for agricultural products were normally set below international prices, transferring rents
from farmers to the industrial sector. It was the period of urban and industrial-biased development
strategies. After 1978 was the period of policy reforms for agricultural and rural development.
Since the rural policy reforms after 1978, China has witnessed a series of policy changes over the
years, which have affected the agriculture and rural areas profoundly. As described above, the
changes can be roughly divided into four phases. Phase one could be seen as a policy preference
to agricultural development and direct or “hard” support to farmers’ interests; phase two, reflecting
the general adoption of market economy in the country, could be characterized as a period of
“interest constringency” of farmers and rural areas; phase three could be summarized by a stage
of policy adjustment and “soft” support to farmers’ interests; phase four started as a new era of
interest modulation between urban and rural areas, and provided direct and “hard” support to
agricultural and rural development. The following section attempts to summarize some of the
effects from the points of view of farmers’ income, with examples from both national and provincial
levels.

5.2 Effects of rural policy reforms - Rural per cap  ita income

Per capita income in rural China was extremely low prior to the reforms. In 1978, average income

% Here the term “harmonious development” has never been formally or officially defined. In general, according to
official media, the new strategy is to promote “harmony” among people (by reducing disparity between the rich and
poor, and between the urban and rural areas) and between man and nature (by promoting natural protection and
“clean production”). For rural areas, “harmony” means “economic development, increasing living standard,
civilized morals in community, democratized administration”, the four criterions also applying for a “socialistic new
countryside” development.
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per rural resident was only about 220 Yuan per year, or about USD 150. During the 29 years from
1949 to 1978, per capita income increased by only 95 percent, or 2.3 percent per annum.

China was one of the poorest countries in the world and most rural people struggled to survive. In
1978, 260 million residents in rural China, or 33 percent of the total rural population, lived below
the poverty line, without access to sufficient food or income to maintain a healthy and productive
life. This changed dramatically right after the initiation of rural reforms in 1978. Per capita income
increased to 522 Yuan in 1984 from 220 Yuan in 1978, a growth rate of 15 percent per annum.

During the second stage of reforms, rural income continued to increase, but at the much slower
pace of 3 percent per annum. As discussed above, this was due mainly to the stagnation of
agricultural production after the reforms as well as the changes in the macro development
strategy. The effects of fast income growth in rural areas were largely exhausted by the end of
1984. Over this same period, rural income distribution became less egalitarian, and the Gini index
rose from 0.264 to 0.301 in 1990. From 1989 to 1991 there was a period of rural income
stagnation. In 1989, there was even a negative growth (-7.5%), while during this period
agricultural production kept an annual growth rate over 4.8%. However, as the market demand
shrank, agricultural product prices dropped gradually, resulting in lower rural income despite the
higher production.

From 1992-1996, rural income restored its growth trend, and per capita income increased year by
year, from a rate of 0.9% in 1991 to 13.1% in 1996, which in fact was because the government
raised the purchase price of agricultural products two times during the period, including those of
grains, cotton and silk (Table 2). There was also a fast growth of the non-farm sector, which
contributed greatly to this growth.

Table 2:  Changes in income in rural China from 1978  to 2000

Per capita net Growth Per capita net
Year income rate Year income Grow(t)h rate
(Yuan RMB) % (Yuan RMB) o

1978 131 NA 1990 686 9.2
1979 NA NA 1991 709 0.9
1980 191 NA 1992 784 5.7
1981 223 14.5 1993 922 3.4
1982 270 18 5 1994 1221 7.4
1983 310 13 3 1995 1578 10.0
1984 335 11.3 1996 1926 13.1
1985 398 4.0 1997 2090 5.6
1986 424 0.4 1998 2162 4.3
1987 463 2.7 1999 2210 3.1
1988 545 0.3 2000 2253 2.1
1989 602 -7.5

Source: State Statistic Bureau, annual report of various years.
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Surprisingly, during the third stage of rural policy reform, the growth of rural income slowed down
again. It was the years of the Asia financial crisis and the “soft landing” of China economy, when
the government took policy measures to control inflation. It was also a stage where the general
supply and demand situation of agricultural products changed from shortage to relative balance.
At the same time however, agricultural product prices kept dropping and farmers’ taxation burden
increased, which clearly indicated that the favourable policies taken in the 15" plenary of CCP
were not fully effective or even a failure in addressing their original objectives. The growth rates
changed from 5.6% in 1997 to only 2.1% in 2000.

In Sichuan Province, there has been a similar trend in rural income at national level, but with a
significant time lag. From 1990 to 2003, per capita net income in rural Sichuan increased from
557.8 t0 2229.9 Yuan RMB (1990 price). Table 3 summarizes the per capita net income in rural
Sichuan from 1990-2003, as well as the changes of its components.

Table 3: Per capita net income of rural Sichuan fro  m 1990 to 2003

Year
1990 1995 2000 2001 2002 2003
ltems
Per capita net income 557.8 1158.3 1903.6 1987.0 2107.6 2229.9
Growth rate % 15.8 10.5 4.4 6.1 5.8
Income from non farm
83.6 208.6 597.2 651.8 711.4 765.8
sector
Growth rate % 20.1 23.4 9.2 9.1 7.6
Income from agriculture 445.6 860.4 1204.0 1232.0 1296.5 1347.1
Growth rate 14.3 6.95 2.3 5.2 3.9
Income from grain
. 350.5 752.6 980.3 1015.9 1067.5 1120.8
production
Growth rate % 16.4 54 3.6 5.1 5.0
Difference to national
128.6 419.5 346.8 379.4 368.0 392.1
average

Source: annual reports of Sichuan Statistic Bureau of various years.

In rural Sichuan, income from agriculture has remained the major source of per capita net income.
On the one hand, the income from grain production kept accounting for a majority of the total
income from agriculture, indicating that rural economy of Sichuan is still at the subsistence stage.
The proportion of grain production has been more than 80% over the years, with the highest point
reached in 1995 (87.5%). Grain production has accounted for over 50% of total net income over
the years and was also highest in 1995 (65%). However, the contribution of agriculture to total net
income has decreased in general over the years (with the exception of 1995). There was a
significant decrease of the net income growth rate, which could be considered as a time lag effect
of the second phase policy reforms. The contribution of agricultural income to total net income
also decreased, from 67% in 1995 down to 43.6% in 2003.

The proportion of per capita income from the non-farm sector in the total per capita income has
kept increasing during the last two decades. In 1990, the proportion was 14.99% but increased to
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34.34% in 2003, while the per capita income increased from 83.62 Yuan RMB to 765.67 Yuan
RMB respectively. The growth rates, however, has kept decreasing. From 1990-1995, the
average growth rate of per capita income from non-farm sector was 20.06%, and was 23.41%
from 1996-2000; after that, the growth rates were only 9.15 ,9.14 and 7.64 in 2001, 2002
and 2003, which could primarily be seen as a result of a sharp decrease of rural enterprises
during that period (see following section).

5.3 Rural taxation policies

Fiscal and financial policies have direct effects on agricultural and rural development as they
provide the drivers for investment, determine the economic efficiency, income disparity and social
welfare, as well as the livelihoods of local people.

Prior to the late 1970s, agriculture and rural enterprises were collectively owned and directed by
the state or a local collective. Government policies favoured urban residents, who enjoyed
guaranteed employment, free housing through their work units and free health care, while rural
areas were heavily regulated not only in factor mobility, but also in basic production and
distribution decisions. Decisions such as what to produce, agricultural pricing and even income
distribution within villages were all mandated by governments above, according to a rigid set of
rules and regulations. Agricultural sales were conducted between rural collectives and the State.
At that time, rural areas were systematically deprived of resources above subsistence level by the
government through implicit taxation such as the “price scissor” between industrial and
agricultural products. In other words, rural taxation was collected directly from collectives through
agricultural input and product pricing directed by the Government, and was thus implicit in nature.

Since the late 1970s, although still heavily favouring the cities, the Chinese Government adopted
a number of reforms to encourage economic growth in the rural areas. One aspect was to
de-collectivize agriculture and give the farmers greater autonomy in managing their production.
This became known as the responsibility system. Instead of working the collective plots, farmers
were given the right to lease specific land for 15-year terms. These lease terms have
subsequently been expanded to 30 years and may soon increase to 50 years. One aspect of the
responsibility system was to shift the basic unit of rural taxation from the collective to the individual
household. With this shift, households became individually liable for various taxes and most fees.
For example, by having the right to cultivate a given plot of land, the household became
responsible for taxes and fees on the land itself as well as the production from the land. At the
same time, the Government gradually liberalized the prices for agricultural products, but still kept
some regulations on grain production and procurements requiring farmers to sell part of their grain
to the Government. With the shift of taxation units from collectives to households, gradual
liberalization of agricultural pricing and regulations on some major agricultural products, rural
taxation became more explicit.

In rural areas, formal state taxes are levied on agricultural and non-agricultural operations;
however, since only part of the state taxes are retained for local governments and these retained
revenues only cover part of the local government expenditure, local governments at the county
and township levels, and community organizations at the village level have to fill the financial gap
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by levying various fees on rural households. This is also related to the fiscal reform in mid-1990s
with the Central Government enjoying larger share of tax revenue and local government having to
impose more informal fees to meet their financial gap.

The typical direct taxes and informal fees imposed on farmers include:

Formal State Taxes

1)

2)

3)

An agricultural tax proportional to grain output is levied on farmers. The national average tax
rate is about 2.5% at present. According to an estimate by the Ministry of Finance, in the Ninth
Five-Year Plan period, the average annual agricultural tax in the whole nation is about RMB
25.4 billion. (State Planning Commission, Internal Report, 2000).

Another major tax on agriculture is the special agricultural product tax. Since the mid-1980s,
with the development of cash crops and aquaculture, the structure of agriculture has changed
significantly with the proportion of cash crop plantations, forestry, fishing and animal
husbandry increasing rapidly. To balance the tax burdens on different sectors within
agriculture, the “Regulation of Agricultural Special Products Tax” was promulgated in 1994.
The tax is levied on tea, fruits, silkworm, animal husbandry and aquaculture products. In 1999,
the special products tax reached RMB 8.89 billion, having increased from RMB 7.96 billion in
1996, at an annual rate of 3.6%.

The Central Government also levies a slaughter tax, a farmland utilization tax and various
rural commercial taxes. The slaughter tax is a fixed fee per head of cattle. The farmland
utilization tax is levied based upon arable land occupied by farmers for housing and other
non-agricultural uses. However, rural commercial taxes (mainly excise and value-added taxes)
on rural non-agricultural economic activities constitute the major part in this category.

Informal Local Charges
Besides formal government taxes, the Chinese farmers also need to pay various fees to local
government (mainly township government) and village community organizations:

Township-pooling funds: The function of township government is to provide basic public
goods such as education, public security, law and order, civil service and carry out the
State-mandated tasks of family planning and government mandatory grain procurement.
Since the government at higher levels cannot provide sufficient financial resources, only part
of the township budget can be covered by rural state taxes collected. The township
government needs to finance most of its budget within the governed area. The current
national policies permit the township governments to levy pooling funds for the following five
purposes: school, family planning, support for veterans, military training and road construction
and maintenance.

Village Levies: In addition to fees to township government, farmers must also pay the village
community organization. The community organization at the village level is nominally not a
level of government. However, in reality it is controlled by higher-level governments and must
carry out the tasks mandated by the Government. The current policy promulgates that the
village community organizations can charge collective accumulation fees, collective welfare
fees and administration fees - the so-called “Three Village Fees”. The collective accumulation
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fees are used for rural water conservancy construction, the purchase of productive fixed
assets and the establishment of collective enterprises. Collective welfare fees are used to
support families with special difficulties and other collective welfare. Administration fees are
used for cadre compensation and administration costs for village organization. In recent years,
the level of township pooling funds and village levies has increased significantly. The Central
Government has mandated that these levies cannot be more than 5% of farmers’ net income.
However, the situation is not under control in some regions. Some local governments
deliberately exaggerate farmers’ net income and levy the funds and fees according to the
falsely reported income. According to a report (State Planning Commission, 2000), from 1993
to 1998, the national township pooling funds and village levies increased from RMB 39 billion
to RMB 73 billion, with an annual growth rate of 13.9%. The amount per capita increased from
RMB 44.6 Yuan to RMB 84 Yuan, with an annual growth rate of 13.8.

Monetary equivalent: this is the corvée labour services, primarily provided by male labourers
(e.g. labours for flood prevention, maintaining and expanding irrigation systems, road and
school construction, water conservation and reforestation projects). In recent years, these
corvée labour services have increased rapidly. In 1994, the average corvée labour contributed
in rural areas was 16.4 working days and in 1999, the number increased to 18.2 working days.
In some years, it has even reached 23 working days. The cash equivalent per capita in 1998
reached 89.3 Yuan, 130% higher than the 1994 level. In addition to that, some local
governments take advantage of the national corvée labour policy, requiring farmers to
contribute corvée labour services, with the real intention of asking rural households to
substitute cash for labour - the so-called “cash for labour” (State Planning Commission,
Internal Report, 2000). In 1999, the total amount reached 6.4 billion, with 6.9 Yuan per capita
and 13.46 Yuan per labour.

Various local fundraising: These are mainly fees charged on farmers without explicit
government regulations or legislation. There can be between a few dozen and more than one
hundred items, ranging from charges for road, school construction and other local
improvement projects, to purchase insurance, charges for marriage certificates or housing
construction, prohibitive prices for electricity and tap water, and so on. In some regions, the
local government and village community organizations even force farmers to borrow to pay
the various fees and transfer public or collective debt to individual households. In some
regions, marriage certificates cost RMB 600 Yuan, a quarter of the farmer’'s average annual
net income. In many places, villages are forced to buy various newspapers or periodicals
(State Planning Commission, Internal Report, 2000). The annual costs for a medium-sized
village are RMB 3000 to 4000 Yuan, sometimes reaching 8000-13000 Yuan.

Tuition and educational charges: In contrast to urban residents, whose education is heavily
subsidized by municipal governments, rural residents must pay for most of their education.
Although national policy makes compulsory nine years of primary and secondary education,
the government cannot provide sufficient resources for rural residents to fulfil this mandate.
To fill the financial gap, many schools deliberately violate government policies and charge
fees in addition to tuition according to arbitrary standards, such as electricity and water fees,
experiment fees, library fees and school policing fees, examination fees and so on. In this
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sense, relative to urban residents, rural residents pay much more for primary and secondary
education. Therefore, the rural tuition and various educational charges can be considered, in
large part, as a tax on rural households. We will consider this factor in the calculation of urban
and rural tax burdens.

Fines: Fines are collected by various government agencies and localities for various
infractions, such as birth control violations. The Government has very strict birth control
regulations and imposes very high fines for infractions. However, in many cases, farmers may
exceed the one child limit if they pay fines or send bribes to local officials. Local governments
may cover revenue shortfalls via the arbitrary imposition of large fines and penalties for minor
violations of rules (State Planning Commission, Internal Report, 2000).

Hidden burdens: This includes compulsory sale of grain to the government at below market
prices. Depending on the region, the grain may be in the form of rice, maize or wheat. There
are also various user fees charged at above market level prices such as water and electricity
fees.

The levy of informal fees in rural China is a uniqgue phenomenon. The uniqueness of the rural fees
lies in the fact that a large part of the village and township governmental expenditure comes from
these informal rural fee charges rather than formal taxes. These fees do not enter into the formal
governmental budget but constitute an important share of local governmental revenue, especially
the revenue of township governments and village-level community organizations. On the one
hand, township-level governments and community level organizations are responsible for local
public goods provision. On the other hand, they must fulfil many tasks mandated by higher-level
governments, notably the government grain procurement, birth control and compulsory education.
Since these tasks are usually non-funded mandates, fees must be imposed on farmers to finance
their implementation. Therefore, in many rural areas, the bulk of local cadres’ work is to charge
fees and then use the fee charges to implement the grain procurement, birth control, compulsory
education and many other tasks required by higher-level governments. Due to the difficulties in
implementing these policies, the administrative costs are usually so high that rural governments
find that they have insufficient resources to provide basic public goods. In addition, in the name of
implementing the government policies, local cadres usually over-charge farmers for the purpose
of self-consumption and corruption under the political system without much supervision.

Agricultural-related taxes are a relatively small part of total state formal taxes, but the amount of
rural fees is much larger, close to twice as much as the amount of agricultural taxes.

Rural taxation burdens varied from the periods and the areas. Before 1985, the Government
adopted the overall policy of “low taxation, low burden” and “let the fish grow on its own”, the
average taxation burden was as low as about 5% of the total per capital income. By 1986, as the
macroeconomic strategy transferred its focus from rural to urban areas and the policy of
separating the fiscal system between Central and local Governments was adopted, rural taxation
burdens increased significantly after 1986 and up to 2003, though the overall policy of “low
taxation burden in rural areas” did not change at national and provincial levels. In other words, the
increases of rural taxation burdens were mostly from the informal local charges as mentioned
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above. The average rural taxation from 1986 to the late 1990s is shown in figure 6. The total
average taxation burdens of the rural households varied from 8% to 16% over the years in
Sichuan Province, which was higher than the average of rural China. Note, the percentages in
figure 6 were calculated by burdens in total per capita income. If calculated by the per capita cash
income, the percentage would be much higher. Some people estimated that the farmer’s taxation
burden could be around 25% if calculated by net cash income in Sichuan Province.

Figure 6: Rural taxation burdens from 1986-1999 in  Sichuan Province

Note: feel=fee2+tax, fee2=township pooling funds+village levies+fee3; Fee3 is defined as those various charges
not legitimated by national government policy but imposed by local (county or township) government and village
community organizations as a percentage of household net income. Data source: annual reports of Sichuan
statistic Bureau of various years.

However, the contributions of rural direct taxation to the Central and provincial government
finances were very small at the same time. The overall percentages of fiscal income from rural
direct taxation accounted only 4-7% of the total revenues of the Central Government and
accounted for about 6-7.5% of the revenues of Sichuan Province Government in the last 15 years.
In 2001, for example, the total revenue from rural taxes was about 48.2 billion Yuan RMB in the
country, which was only 5.6% of the total revenue of the Central Government. However, for the
local government, the contribution of rural direct taxation could be as high as 10%.

To better understand the impacts of rural taxation policies on rural and agricultural development in
mountain areas of Sichuan Province, we used the data from GU Ning County, a typical mountain
and hilly county in Northern Sichuan used as a field case area for this report, for further analysis.

Gu Ning County is famous in China for one of its product: liquor. “Lang Jiu” (brand of the liquor) is
produced by a local factory, which has been the major taxation revenue income of the county
government. Since 1988, the Central Government has started to levy special tax for liquor and
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tobacco production. As a result, the previous country revenue (with fewer amounts) from liquor
production was transferred to higher government with higher amount. Table 4 shows the average
fiscal revenue of Gu Ning County Government from 1995-2000.

Table 4:  Average fiscal revenue of Gu Ning County G overnment from 1995-2000 (million

Yuan RMB)
Other
. . Revenue of
. industry Direct Revenue of L
Tobacco | Liquor Other Total provincial and
and rural county
tax tax . . revenues | revenue Central
commercial | taxies government
. Governments
taxies
22.3 72.6 10.0 5.9 14 118.3 61.7 56.6

From table 4, it can be found that about 47.9% of the annual revenue went to higher levels of
government, leaving only 52.3% to the county government. In addition, the rural taxation
accounted for about 10% of the real revenue of the county. On the other hand, the number of the
persons (government officials at both county and township levels, local teachers and social and
technical service persons) who get their salaries from the county increased from around one
hundred in 1985, to 3.2 thousand in 1997. The mean expenditure for these persons was about 20
thousand per year including the salaries, pensions and daily office expenses.

Using the figures in table 4, we can find that the total expenses for salaries, pensions and daily
office expenses of Gu Ning county was about 64 million Yuan RMB, which was more than the real
fiscal revenue of the county. In fact, the county’s finances suffered from fiscal deficit until now. So,
where was the money for agricultural and rural development coming from (e.g. for poverty
alleviation project)? Where was the money for social development coming from? Moreover, when
the incomes of urban people kept increasing, and the country and township governments wanted
to raise the salaries of their staffs, where was the money coming from? Obviously, the local
government had to depend on two sources: the subsidies from higher levels of government, and
increasing the informal taxations on farmers.

The overall revenues of 1998 for 29 mountain counties of Sichuan Province were also calculated
where the data was available. It was found that the total fiscal revenues of the 29 counties were
0.7 billion Yuan RMB, but the total expenditure were 1.1 billion Yuan RMB.

The heavy taxation burdens have directly resulted in low profit of agricultural production. During
the period of accelerating economic marketization (1985-early 2000s, the profits of industry and
service production was much higher than that of agriculture, thus the farmers were discouraged to
invest in agriculture. In rural Sichuan, for example, the mean expenditure per household in 1987
for consumption was 422 Yuan RMB, accounting for 58.7% of the total expenditure; re-investment
for agricultural production was 2312 Yuan RMB, accounting for 321% of total expenditure.
Comparing with those in 1984, household expenditure for consumption increased by 377%, while
the investment for agriculture increased by only 157%. Up to the late 1990s, the consumption and
non-farm expenditures increased by 881% compared to that of 1984, but investment for

45



agriculture increased only by 119% compared to 1984. In some of the years, there was even
negative investment increase for agricultural production. This result was surprisingly opposite to
the Government’s expectation.

The situation of heavy taxation burden in rural areas has directly contributed to the massive rural
labour migration and farmland abandonment in rural Sichuan.

Recognizing the negative impacts of the rural taxation policy, especially in remote mountainous
and poor areas, the Central Government adopted a new strategy for rural and agricultural
development as described earlier. In respect to rural taxation, preferential policies were given to
remote mountain areas and impoverished or poor counties, i.e. waiving of direct agricultural taxes
in those areas and counties, as had happened in Gu Ning County. However, as the number of
local government staffs increased also rapidly, there was also a significant increase of informal
charges imposed on rural household.

There was no significant change of the situation until 2003 when the national policy was reformed
again and the Central Government declared a general waiver of direct agricultural taxes
nationwide. In Sichuan, the direct agricultural taxes decreased gradually since then. The
provincial government also issued the policy to control the total taxation burden in rural areas in
2003 at the same time. The objective was to control the total rural taxation burden down to 5% of
the total per capital income. To realize this, the provincial government declared that the direct
agricultural tax would be completely abolished by 2005. According to provincial government report,
the rural taxation burdens were 8.1%, 6.4%, 7.2% and 5.6% in the last four year respectively. Up
to 2006, the tax has been abolished across the country.

As to the area variation of rural taxation burdens, no exact data are available. In general, ethnic
autonomous prefectures have enjoyed a preferential policy from the Central Government allowing
them to decide whether the direct agricultural tax should apply within their territories or not. At the
same time, the prefecture governments have gotten direct fiscal supports from the provincial and
Central Government for government operating costs. To promote development and maintain
political stability in ethnic areas, the policy of direct agricultural tax has never been implemented in
most ethnic mountain areas (i.e. the ethnic Counties in Liangshan, Garze and Aba Prefecture), so
the overall taxation burdens are relatively lighter in those areas than that in Eastern mountain,
hilly and plain areas in Sichuan.

5.4 Policies to promote non-farming sectors in rura | areas

One of the most dramatic changes in rural China has been the rapid increase of rural enterprises
during the past two decades. Employment in the non-farm sector as a percentage of total rural
employment grew from seven percent in 1978 to 29 percent in 1997. By 1997, rural enterprises
accounted for more than a quarter of national GDP. Yet this sector was almost nonexistent even
as late as 1978. In 1997, GDP produced by rural industry in China was larger than the GDP of the
entire industrial sector of India. Without development of the rural non-farm sector, annual GDP
growth in China from 1978 to 1995 would have been 2.4 percent lower per annum.
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The rapid development of the rural non-farm sector not only contributed to rapid national GDP
growth, but also raised the average per capita income of rural residents. In 1997, more than 36
percent of rural income was from rural non-farm activities, while rural income in 1978 was
predominantly from agricultural production.

The rural non-farm sector developed in several stages. The first can be traced back as far as
1958, when communes set up many small-scale industrial enterprises (for example, steel mills),
all of which failed immediately. During the nationwide agricultural mechanization drive of the early
1970s, rural small-scale industrial enterprises re-emerged. Most of these started as agricultural
machine repair shops and food processing mills. Many enterprises in the urban hinterlands soon
became subcontractors of state-owned enterprises. These community enterprises were known as
commune and brigade enterprises. During most of the pre-reform period, the development of rural
industry was embryonic and often restricted by the central and local Governments, because it was
in direct conflict with the Government’s top priority of producing the maximum amount of grain for
both urban and rural needs.

After the 1979 rural reforms, the non-farm sector became the most dynamic in the Chinese
national economy. Rapid growth in agricultural labour productivity and rural income increased
rural demand and generated tremendous labour surplus and initial investment, providing great
opportunities for farmers to develop the non-agricultural sector. In addition, the local governments,
particularly those in the relatively developed regions, shifted their focus to promote township and
village enterprises.

The original policy of allowing diversification in the ownership of industrial enterprises was
designed to prevent capitalist enterprises from taking over what Lenin has called the commanding
heights of the economy. In theory, non-state enterprises that employed more than seven
non-family employees had to be owned by the local community collectively and those that had up
to seven non-family employees could be registered as individually owned. So in 1984, with the
abolishment of the commune system, the Central Government renamed commune and brigade
enterprises as township and village enterprises (known as TVES), which was originally applied
only to collectively owned enterprises. However, over time, with growing differences across
localities in the registration requirements of TVESs, in the management of their operations, and in
their supervision by local authorities, different species of TVEs appeared.

In 1984, Central Government's attitude towards TVES also changed from tolerance to
encouragement. Fearing that rural enterprises might become similar to the inefficient state-owned
enterprises, since 1994, many local governments have tried to reform these rural enterprises by
providing more autonomy to managers and modifying property rights. For example, stock-sharing
and privatization were introduced in recent years. These new reforms helped to maintain the rate
of growth in the sector in the 1990s.

The success of the rural non-farm economy had far-reaching impact on China’s economy. In
addition to providing employment and income for rural population (discussed earlier), the rapid
development of rural industry and services not only demonstrated potential gains from reform, but
it also created competitive pressure for urban sectors to reform as well. Without the successful
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reforms in agriculture, which increased agricultural productivity and released resources for work
elsewhere, and rapid development of the rural non-farm sector, the post-1984 urban reforms and
rapid growth would have been impossible.

However, this rural engine of growth has shown signs of slowing down. In 1997-2002, for example,
it contributed only 5.2 percent points to the growth rate compared to 7.3 percentage points in
1984-1988 and 13.0 percentage points in 1992-1996 in China. Another thing worth mentioning is
that most of the non-farm contribution is from Eastern and coastal Provinces. The contribution
from Western provinces accounts for less than 20% in terms of the GDP contribution to the
national TVEs GDP.

Non-farm sector development in rural Sichuan has been lagging behind from the overall
development in China, especially compared with the Eastern and coastal Provinces. While the
rural engine of growth slowed down, Governments of Sichuan Province attached greater
importance to TVESs, and considered it an effective and “irreplaceable” measure to promote rural
development, including the development in mountain areas.

In 1998, the provincial Government issued a policy document “decisions on further promoting
non-collective and non-state owned enterprises in rural and mountain areas”. The concrete policy
measures included: protecting the legal rights of the enterprises; encouraging credits and loans to
support TVEs, facilitating financing of TVES, etc. Special preferences, in regards to finance
policies, were given to mountain and ethnic areas. In order to implement the policy measures, all
local governments must set up a special office to “organize, facilitate and support the
establishment and development of “non-collective and non-state” enterprises”. The amount of
capital investment, number of the enterprises and the GDPs and profits of the enterprises were
used as achievement assessing indicators for the local government. As a result, there was a
boom in the non-farm sector development in rural Sichuan during the late 1990s and early 2000s.
In 2000, for the 29 mountainous and ethnic counties (in Liangshan, Aba and Garze Prefectures),
the total tax revenues from the non-farm sector reached 80% on average (it was also a result of
decreasing revenues from the agricultural sector).

However, this unusual development also caused two major problems:

Most of the enterprises were “resource exploiting” type, such as mining, papermaking, small
chemical factories, and caused serious environmental degradation in mountain areas.
Increasing disparity between the poor and the rich in mountain areas due to the unbalanced
distribution of such resources and unequal opportunities to employment.

After 2001 when environmental and natural conservation became the priority of national strategy
(natural forest protection programme started in 1998 and “grain for green” programme started in
2000), and the Government started to “standardize” the taxes for enterprise, the non-farm sector
in rural Sichuan, especially in mountain and ethnic areas became very unstable. Many
resource-exploiting enterprises were force to close and many of the small enterprises went
bankrupt because of strict taxation. For example, in 2002, about 16% of the small enterprises
were forced to close because they produced heavy pollution and environmental degradation, 14%
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of small enterprises went bankrupt because of taxation standardization (many of these small
enterprises are only profitable if they evade taxes). As a result, many of the rural labours were
“laid off” and returned back to their rural homes but with nothing to do, a big social problem is
occurring in rural mountain areas.

Since 2003, the policy has been changed to attract outside capital investment that can meet the
national environment and other requirements. However, the development of local enterprises has
been slow. Perhaps it is because the macroeconomic policy of tightening credit during the period.
The macro-controls launched by the State do not call for across-the-board lending cuts. However,
the reality is that growth in lending slumped much faster in Western regions than that in the East.
The reason is that some banks applied the same criteria to both Eastern and Western regions in
interpreting and implementing the Central Government's macro-control policies, rather than
treating the poor and rich areas differently. Although Sichuan outstanding credit and loans rose
slightly in the first half of the year, a major portion of that was confined to long and medium-term
loans. Since banks curtailed short-term credit for local enterprises, most were hit by a dearth of
funding and some had to resort to private funding at relatively high interest rates, a problem that w
also should be given attention.

5.5 Poverty alleviation policies

As poverty is concentrated in rural and mountainous areas, the policies formulated to specially
address poverty are thus closely linked with the rural and mountain development. Poverty
alleviation policies are the epitome of the integrated approaches of the Government to address
the mountain and rural problems.

A poverty alleviation policy was not effectively formulated until 1986. As a first step, the Central
Government designated 592 poor counties (roughly 23 percent of the total, there were 68 in
Sichuan) based on per capita rural income. These counties received special funds from the
Central Government for the explicit purpose of poverty alleviation. One billion Yuan (in current
prices) was allocated in 1986 alone. An additional 800 million Yuan was added annually in
subsequent years. These funds were supposed to be used as direct loans to poor farmers or to
rural enterprises. In 1991, 36 more counties were designated as poor and received 500 million
Yuan in loans for poverty reduction. In 1993, the designation of poor counties was adjusted based
on changes in income and price indices. Most of these counties are in the border and
mountainous areas of Yunnan, Sichuan, Guizhou, Shaanxi, Shanxi, Hebei, Inner Mongolia, and
Gansu.

With respect to governmental organizations, the State Council established the Leading Group for
Economic Development in Poor Areas. This group brought together more than 20 ministries. In
effect, it encompassed all the government agencies whose work was relevant to poverty
alleviation, thus providing a mechanism both to influence the initiatives taken by the various
ministries and to seek coordination in this area. Three new forms targeting anti-poverty policies
were introduced: a subsidized loan program, a public-works program (called Food-for-Work) and
a Development Grant program.
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Prior to 1984, social welfare and relief funds were mainly used to subsidize poor families. No
formal strategy existed for reducing the number of poor in rural areas. From 1984 to 1995, the
Government pursued a strategy of "regional targeting”, that is, alleviating poverty by developing
regional or local economies. This strategy effectively wiped out large-scale poverty by developing
poor areas, although it brought little benefit to the extremely poor in the poorest areas. The poor
were thus increasingly concentrated in remote locales with limited access to roads and other
infrastructure, making it difficult for the development of the regional economy to trickle-down to
them. After 1996, the Government altered its strategy to one of targeting poor households directly.

Initially, the policy stressed that funds should be allocated directly to poor households to support
agricultural production and other income-generating projects. The policy required poverty officials
to allocate up to 80 percent of their funds for agricultural loans to households. However, after the
first few years of operations concerns were raised that funds were being used to support
household consumption directly rather than investment in long-term productive capacity.
Consequently, the emphasis was switched away from the provision of loans to households
towards giving loans to “economic entities”.

Local officials welcomed these changes, in part because the fiscal decentralisation of the early
1980s had resulted in budgetary difficulties in many counties and giving subsidised loans to local
economic entities strengthened the local revenue base. However, by the mid-1990s it became
clear that many loans had been given to township and village enterprises (TVES) or county-owned
enterprises regardless of the likely rate of return of the projects funded. The poor often had little or
no access to, or benefit from such funds. More generally, there was a widespread feeling that
growth in the poor areas had stagnated during the late 1980s. Consequently in 1993 the
Government launched its 8-7 (bagi) plan designed to lift the remaining 80 million poor people in
rural areas out of poverty in seven years (i.e. by the year 2000). In 1996, the national government
switched the emphasis back to lending directly to poor households.

Anti-poverty funding for Sichuan during the early 1990s came primarily from subsidized loans with
over Yuan 100 million received in 1991. The Food-for-Work program received Yuan 45 million in
the same year, while development grants were only Yuan 10 million. Subsidised loans were
mostly directed to industry and agriculture.

The Food-for-Work policy is the most important policy related to investment by the Central
Government in infrastructure construction and drinking water projects in poor mountain areas.
Development grants were more evenly spread between agriculture, industry, infrastructure,
education and health projects. The introduction of the 8-7 plan and the success of the Food for
Work program resulted in a large increase in Food-for-Work funding between 1993 and 1994.
Development grants also doubled in real terms between 1991 and 1995, while subsidised loans
remained roughly constant.

Prior to the mid-1990s, the Food-for-Work policy was implemented in the form of payment in kind.
At that time, the Central Government mainly provided commodities such as grains, cotton,
clothing and low-and medium-grade industrial products as payment in kind for the building of
roads and projects for drinking water supply for people and animals. Once a project was finalized,
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the local government provided funds to purchase construction materials, such as cement,
explosives and reinforcing bars, and construction tools. Then it organized poor farmers to
participate in the construction and paid, as their wages, the commodities provided by the Central
Government. At that time, the main purpose was to provide relief to poor farmers and victims of
natural adversities, and the Food-for-Work policy clearly had the purpose of relief, i.e. poor
farmers could directly receive income from their labour input. By contrast, improvement of rural
infrastructures was of secondary importance; i.e. the objective of local development was a
secondary consideration of the Central Government.

In many rural mountain areas in Sichuan Province, however, the expenditures deviated from the
original intent as implementation proceeded. Many local governments had no money for the
projects. They sold the commodities provided by the Central Government in order to purchase
construction materials and to rent construction machinery for project construction. This practice
substantially reduced the commodities that should have been distributed to farmers as their
wages. In some areas, nothing was given at all. The element of "relief" in the policy was thus
greatly weakened. The primary purpose of providing relief to the poor gave way to that of
investment in rural infrastructure.

However, such a change in policy created a dispute between the policy-making department and
the local policy-implementing governments. The State Council’s Office on Poverty Alleviation and
Development insisted that “relief” should be an objective of the policy. Poor farmers should be
paid for their labour input so that poor households could benefit from participating in construction;
in particular, farmers should be paid in construction projects that were obviously for public good,
such as building roads at county and township levels (Yang Zhong, 2003). However, local
governments, due to their financial pressures, always sought to reduce wage payments to
farmers and tended to depend more on unpaid labour services. The Regions Department of
National Planning Commission, as the investment department of the Central Government, failed
to prohibit such policy revisions. The practice of local governments of converting resources
intended to pay for farmers’ labour inputs into equivalent funds, does not appear to have been
explicitly endorsed by the Central Government.

Under these circumstances, why did farmers continue to participate in construction activities for
more than 10 years? Village autonomy prevails in rural China. Before applying to the county
government for a construction project, the villagers’ committee would hold meetings to discuss the
village contribution, either in money or in labour. This would be decided by a vote at a meeting of
all villagers. According to the regulations on village autonomy, a villager must accept any decision
passed at the villagers’ meeting. If a villager refuses to provide labour for the construction, no
matter what the reason, he must pay an amount of money equivalent to the labour service as
investment.

Capital construction on farms and water conservation projects, implemented under the
Food-for-Work policy, directly increases the asset value of cultivated land contracted by farmers.
Again, the completion of roads and power grids in rural areas not only improves the living
conditions of farmers, but also upgrades conditions of land management so that farmers can have
more access to the market, which indirectly increases the value of contracted land. Although poor
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farmers get no direct payment from their labour in implementing the projects, their land assets are
considerably enhanced in value and farmers can secure better returns from managing the
improved land resource in the long run. In this sense, the Food-for-Work policy has actually
evolved into a policy by which poor farmers provide labour, which appreciates the value of their
contracted land. The contracting of land, a practice unique in China, is closely related to the
strong support of poor farmers for the Food-for-Work policy.

Thanks to the unique land system in rural China, farmers in poor areas have a stable source of
basic food supply. They are not the objects of relief, except when they are stricken by major
natural calamities. A Chinese farmer, so long as he is physically and intellectually capable, can
manage to maintain the basic standards of living of his family by relying on a plot of contracted
land. In addition, since the mid-1990s, food shortages have been brought under control across the
country. Through more than 10 years of efforts in poverty alleviation, food and clothing shortages
have been greatly reduced among the overwhelming majority of the poor (Yang Zhong, 1997).
Under these new economic circumstances, the Central Government could modify the
Food-for-Work policy for poverty alleviation by allowing expenditures provided for in-kind
materials to be converted into money. Although the policy is still known as Food-for-Work, it has
actually become investment to improve infrastructure in poor rural areas. Apart from roads and
drinking water supply for human beings and animals, water conservation works and power grids
are also listed in the range of investment. Therefore, the policy should be defined more accurately
as investment for updating the rural infrastructure in poor areas.

The primary objective of the policy now is the improvement of rural infrastructure in poor areas
rather than the direct targeting of farmers. Regarding the mode of investment, the government
funds the designing of projects, provides technical support, hires engineering machinery and buys
much of the construction materials, while poor farmers put in the labour and townships and
villages are responsible for organizing the construction. The Government only pays for the
technical work involved and for the machinery used in the construction. The labour input of
farmers is unpaid. Farmers participating in the construction get no pay for their labour, but they
share, directly or indirectly, the benefits generated from the completed projects. Therefore, poor
farmers do not get direct labour income from short-term employment in the construction of rural
infrastructure; they can only increase their employment and incomes due to the development
resulting from the improvement in the rural infrastructure. Improvement of rural infrastructure is
only one basic inducing factor for rural industrial development and restructuring. Sound industrial
development in rural areas also needs the cooperation of other related economic and social
factors. In the building of water conservation works, poor farmers directly benefit from
participation, but there are differences in the quantum of benefits received by different groups of
persons. However, in other projects like the construction of rural roads and power grids, poor
farmers differ greatly with respect to their ability to make use of the infrastructure; some farmers
may not benefit at all, even though they participated in the construction. Obviously, government
investment in rural infrastructure is at best a basic inducing factor. The improvement of farmer
employment and income in poor areas can only occur when many relevant economic and social
conditions work together.
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VI. Building “New Socialistic Countryside” with In tegrated

Approaches — Case from Songpan County

6.1 Background of Songpan county

Songpan County is located in the Minshan Mountains at the western fringe of the Sichuan Basin
and the eastern fringe of Tibetan Plateau. Covering an area of 8,370 square km, it has a
population of 71,600, of which 93 percent live in the country and 68 percent are ethnic minorities.
The per capita area of farmland is 1.67 mu (15 mu = 1 ha) in the county and the area of effective
irrigation accounts for only 4.3 percent of the farmlands. The northern part of the county is high
and frigid, being mainly the pastoral area of the County, with an average elevation over 3500m.
The lower south part is a highly rugged mountain area, where slope agriculture is practiced.

About 82 percent of the farmlands are slopes over 25 degrees. Songpan is known as an
agricultural county with limited farmlands and poor infrastructure, and a tourist target area with
beautiful mountain landscapes. In 2001, the net income per capita in its rural areas was 1,538
Yuan, only 77 percent of the average in rural Sichuan in that year (Songpan County Planning
Development Commission, 2001). Owing to the high altitude and backward irrigation facilities, the
farmlands have a very limited capacity to store water although the annual rainfall in the region
surpasses 700-900 mm. Most of the farmlands on the slopes lack in water all year round. The low
temperature in the mountains, together with the serious fragmentation of land, results in low land
productivity. In addition, because of the complex mountain climate, the farmlands are often
subject to the damaging impact of torrential floods, early frost and low temperature, which
decreases production output. Clearly, regarding population and land resources, Songpan County
shares the common characteristics of the mountain counties in the Western mountain area of
Sichuan Province.

Songpan County is also a region with high ethnic diversity. Tibetan people mostly live in the North
high plateau area and practicing pastoralism and mountain agriculture, while Hui and Qiang
People mostly live in valley area. Some 22 percent of the county's rural population was below the
poverty line and seven percent live in destitution. In the county, 36,400 poor people have
difficulties in the supply of drinking water and 34 villages have no access to roads. There is no
medical centre in 54 villages and illiterates and semi-illiterates make up 17 percent of the
population.

Songpan was recognized as a poverty county in 1985, and received support from many sides for
poverty alleviation—not only policy and funding supports from the Central Government, but also
key support from governments at the provincial level. Each year, it receives funds in fiscal transfer
payments up to 12 million Yuan for the normal operation of county and township governments.
Annual loans at discounted interest rates for the purpose of poverty alleviation average at 10
million Yuan and food-for-work investments amount to 2.5 million Yuan. In addition, Songpan also
received financial assistance for poverty alleviation from international organizations and bilateral
donors. With the inputs of overseas funds, Songpan has accepted some more developed
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concepts and taken into account some lessons of the international experience, which has
broadened the vision of local people. As a result, Songpan is quite innovative while mapping out
its antipoverty policies and measures, and has accorded great importance to the restoration of the
natural and ecological environment.

Because of development efforts for poverty alleviation over the past 20 years, rural poverty has
been alleviated substantially in Songpan. In 2003, per capita possession of grains in rural areas
reached 423 kg. Basic food supply is no longer a problem among the rural people, the key point of
current rural development should be to increase the cash incomes of farmers and generate more
employment for them.

6.2 Strategies for agricultural and rural developme nt

The current Strategy of Songpan County for Rural Development originated from the protection of
local ecosystem mainly for two reasons: 1) Songpan is located in the watershed area of Minjiang
River, which is the “mother river” of Chengdu Plain, the economic centre of the province; it is also
situated in the gate of famous Jiuzhai National Park, a world natural heritage and the most famous
tourism zone of China; 2) after analyzing the reasons of poverty, it was realized that excessive
exploitation of mountain land resources had resulted in severe damage to the ecological system
and the environment. The pressure of increasing population and soil degradation forced the
farmers to bring more slopes under cultivation. With vegetation damaged in the mountain, soil
erosion was aggravated, making the land less and less fertile. A fundamental solution to rural
development in mountain areas required a change of the traditional production modes. However,
awareness is one thing; changing reality is quite another thing. Influenced by advanced ideas
from the outside world and backed by some Chinese research and development agencies and
international assistance (e.g. Chengdu Institute of Biology, CAS, WWF, etc), Songpan has been
moving in the right direction.

At the beginning of this century, the Central Government launched the strategy of developing the
Western regions. As an important part of this strategy, the Western regions have steadily carried
out the programme of restoring the ecosystem by "returning grain plots to forestry (pastures)”,
which is also known as the “Grain for Green Programme”. This has provided an excellent
opportunity for Songpan to undertake efforts to further rural development. To implement the
programme, the Central Government adopted a direct subsidy policy. Specifically, farmers in
mountain areas who returned one mu of grain plots on slopes were to be provided with 125 kg of
grains and 50 Yuan for buying seeds of trees and grasses (Regions Department of National
Planning Commission, 2000). Meanwhile, local forestry authorities would provide free technical
services to help restore the ecosystem of mountain land. Moreover, it was stipulated that the
policy would remain unchanged for at least five years, together with a pledge of no change for a
further five years. Through subsidies, the Central Government tried to compensate farmers for the
losses they may have incurred in returning grain plots to forestry and pasture.

The mountain areas of Songpan are still agricultural societies based on subsistence farming. For
farmers, cultivation on farmlands is not only a production activity but also a means of earning a
living and a basis for maintaining local social activities. Even with subsidies guaranteeing the
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basic standards of living, the return of grain plots means substantial shrinkage in social activities
in the mountain areas. With changes in the established pattern of social life and the values of
mountain villagers, those who return grain plots would not only face worse unemployment but
would also have a tremendous psychological sense of loss. Although some people in their youth
or prime with more education might find ways to go outside and seek new opportunities of
employment, the majority of farmers would not venture outside with their families. Since many of
those returning grain plots are poor households, unemployment aggravated by the return of grain
plots would hinder the progress of poverty alleviation and threaten the stability of grassroots
communities and social life in the Western region. Eventually, it could undermine the sustainability
of the programme of returning grain plots to forestry and pastures.

Recognizing that re-structuring of agriculture is crucial for the success of returning grain plots to
forestry and pastures programme, Songpan County Government has tried to help farmers change
the production structure after they have returned grain plots to generate more employment and
incomes. In this respect, the government of Songpan County has combined food-for-work projects,
small credit projects, hydropower development projects and the national ecological restoration
projects with the programme of returning grain plots to forestry and pastures, and the restructuring
of rural production. Thanks to the creative combination, the county government has made
noticeable progress in the pursuit of multiple policy objectives, including environmental protection,
job creation and rural economic growth. To date, 70,000 mu of farmlands, about 34 percent of
current cultivated land, have been returned to forests and pastures. Instead of having reduced
incomes, villages that have implemented the programme have become more dynamic in
economic terms. This is closely related to the county government's readjustments of the rural and
agriculture policy in line with the new conditions.

Since the early 1990s, the county government has stuck to the principle of utilizing the
investments of various projects in a flexible manner, in the hope of guiding farmers to restructure
production through these investments. In 10 years, the cultivation area of wheat and corn has
fallen on a yearly basis, while the cultivation of off-season vegetables and fruits (apple and
Sichuan pepper) has become the primary source of income for farmers who took the lead to
restructure production. For the villages near Huanglong Nature Reserve (also a world natural
heritage and famous tourism zone) and the county town (the ancient town has been preserved
very well and is attracting many tourists every year), tourism has become the major income
source. In the meantime, newly introduced high performance goat breeding (raising in stalls), that
has grass from the returning of grain plots to forests and pasture programme as the main feed,
has witnessed a increase of earnings.

Soil and water conservation has been part of Songpan's restructuring of agricultural production for
15 years. It has helped farmers to reach a wide consensus on implementing the programme of
returning farmlands to forestry and pastures in the recent five years. During the implementation of
the programme, the concept of environmental protection has taken deeper roots in the mind of
rural residents. Farmers have realized that they must restore and protect the natural and
ecological environment in their surroundings if they want to stay away from poverty in the long run.
From the very beginning, the programme of returning grain plots to forests and pastures has been
combined with the restructuring of agricultural production characterized by the intensive use of
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labour. So far, farmers' incomes have not decreased; instead, they have increased because of
production restructuring.

In Songpan, there are more than 770,000 mu of barren mountains suitable for forestation and 5.7
million mu of pastures suitable for grazing. Seizing the opportunity presented by the programme
of returning grain plots to forestry and pastures, the county government has encouraged farmers
to plant trees and grasses on barren mountains and hills in conjunction with government
investments in the form of a shareholding system. On the other hand, the county government has
continued to urge farmers to participate in the building of small water conservation works, the
improvement of soil and the transformation of farmlands (transforming slopes into terraced fields)
through food-for-work investments. Meanwhile, by using the seed and seedling fees as
compensation for the return of grain plots, the county government has helped farmers to cultivate
Sichuan peppers, and many fruit trees. For the farmland that was not restored to forests, the
government provides seeds for off-season vegetable cultivation, while the domestic and
international research and development agencies provided necessary technical support.

According to the thought of the county government on agricultural development, the development
of agro forestry (fruit trees or Sichuan pepper trees with off-season vegetables) makes full use of
the soil and microclimate resources of mountain areas, especially in the valley areas. By
developing off-season vegetables, farmers can sell the products directly to Chengdu Market
where the season is 2 month earlier than that in Songpan and market price is quite high. By
developing grasses and improving the vast grassland, local people can develop their featured
livestock products, such as high performance goats, rabbits and Tibetan yak and sheep, which
will lead to a chain production of meat, milk, wool and related high value-added processing
industries and sell the products to tourists and to the market in Chengdu. Compared with the
cultivation of corn and wheat, those productions require higher intensity of labour and farmers can
earn more income per unit labour. According to the calculation of local officials, in the cultivation of
corn, wheat and Tibetan barley, the average labour input per mu is 12 and 18 person-days,
respectively. At the same time, both the employment and income of farmers would increase
significantly.

6.3 Combined policies and projects for agricultural and rural development

The Department of the Songpan County Government which is in charge of poverty alleviation has
unique organizational features. The Food-for-Work Office and the County Antipoverty Office had
actually "the same set of staff working under two names." The Food-for-Work Office took charge
of the implementation of the programme of returning grain plots to forests and pastures through its
organizational set-up and operational system. There are also many other projects implemented in
Songpan, such as the Hope Project (for capacity building of local people), forest restoration
projects, grassland improvement project, irrigation projects and natural forest preservation
projects. The county government put all the agriculture-related projects together and set up a
county level leading group to coordinate all these projects. The leading group consists of directors
from all related government departments, heads of township governments, and is led by the
County Governor. Integration of these entire projects enabled the combined utilization of various
categories of funds, such as investments in rural infrastructure, loans with discount interest for
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poverty alleviation and subsidies for returning grain plots to forests and pastures. This
organizational pattern adopted by Songpan County is obviously advantageous.

In the implementation of return grain plots to the forestry and pastures programme, for example,
once the county government has determined where to return, the Forestry Bureau takes charge of
making forestation plans and providing saplings and technical guidance. The Water Conservancy
Department is responsible for the planning and construction of irrigation channels. The Agriculture
Department provides technical services concerning soil improvement and cultivation restructuring.
The division of labour is clear and the three units work well together. Project designs of the units
are included in the project application of the villagers' committee in the area under planning. Then
the leading group gives approval to the project, the office of forestry and pastures programme
allocates funds and the Food-for-Work Office supervises construction. Note that these two offices
are the same.

In production restructuring involving either the cultivation of vegetables or the growing of pepper
trees and grasses, investments are made in farmland capital through various construction and
small water conservation works under food-for-work projects. The investments are used to buy
explosives, cement, and construction tools like drill rods. Farmers, who are the prospective
beneficiaries, participate in the construction, which is divided into many sections and contracted to
households. Subsidies granted for returning grain plots are used to nurse or buy seeds and
saplings. The loans with discount rates of interest for poverty alleviation are used to buy seeds
and seedlings as well as other goods needed in production restructuring. After the work is
accomplished, experts are invited to give necessary training to local cadres and demonstration
households with the fund from Hope Project. This mode of project implementation makes full use
of funds, manpower and materials, which helps raise the quality of the programme of returning
grain plots.

One thing that also needs mention is that the cultivation of off-season vegetables is not just for the
return of grain plots to forestry and pastures programme itself, but for the sustainable
development of the programme as an alternative production for local people after the farmland is
“reconverted”. Because of high value of the off-season vegetables in market, this is obviously also
a good choice for agricultural restructuring.

6.4 Heading to sustainable development - a village level case

To ensure development in the long run, local governments must do a good job in restoring and
protecting the local ecosystem and implementing the programme of returning grain plots to forests
(pastures). To ensure that slopes steeper than 25 degrees are "reconverted" and that farmers do
not reclaim the land on slopes, there must be measures to continuously increase the incomes of
farmers who have returned grain plots. For this purpose, employment of local farmers must be
expanded. Investments from the related policies should be used to construct rural infrastructure,
improve the soil of farmlands and build small water conservation works. Subsequently, farmers
should be guided to restructure agricultural production mainly through the development of
off-season vegetable cultivation. By doing so, farmers would put in more labour on land, thus
maintain continuous growth of incomes and attain the long-term goal of poverty alleviation. To
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evaluate whether the combined implementation of several policies in Songpan County has
produced the expected effects, one village was chosen for further analysis.

6.4.1 Background of the sampled villages

Because of many years of development to alleviate poverty, most rural households in Songpan
County have emerged above the poverty line. However, our field surveys in villages where
experimentation with the programme of returning grain plots to forests and pastures was
implemented shows that the biggest worry of farmers is a relapse into poverty.

Xinzhai Village in Hongxin Township was chosen because it has been the demonstration sites for
several projects and operations were representative with the approaches mentioned above. The
village faces a road across a river and villagers cross the river by a chain bridge hanging high
above the river. There was no road suitable for motor vehicles in the village and goods were
carried either on human back or by horses. Villagers usually paid more money for transporting
goods than the goods themselves. For instance, they bought bricks from a brick-kiln in the
township for 0.13 Yuan per piece, but they had to pay an additional 0.17 Yuan per piece for
getting them home. Even then, Xinzhai has more convenient transportation than some other
villages in the county. Problems in transportation not only raise the costs of farm produce entering
the market, but also lead to increases in the labour devoted by local farmers to transportation.
Water supply is another major constraint on the economic development of the mountain area. All
water flows away along the gullies and the locals are thrifty even with the drinking water. To
change the production structure, the problem of irrigation water must first be resolved. The
farmers also face increasing difficulties in obtaining fuel wood. Each family has to spend a lot of
time collecting firewood, which not only affects the normal life of farmers but also restricts the
development of production.

6.4.2 Project implementation and effects

Xinzhai Village in Hongxin Township is a good example in off-season vegetable development and
implementation of the returning grain plots to forests and pastures programme. Households that
started to grow off-season vegetables and Sichuan pepper in the early 1990s have long gotten
themselves out of poverty. Most families in the village have built new houses. 35% of the families
have bought mobile phones to facilitate their business. Success stories have a great
demonstration effect and the concept of market competition has changed the traditional values of
local farmers. The example appears to have been successful in the context of the market
economy, in promoting the restructuring of agricultural production with a view to eliminate rural
poverty. To this end, it has combined various projects with the programme of returning grain plots
to forestry and pastures, to expand employment of farmers in agriculture.

In Xinzhai Village, the following projects were implemented: drinking water supply for people and

livestock, small water conservation work, building farms with soil improvement, terracing of slopes,
returning of grain plots to forests (pastures).
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Construction of water conservation works and building farms by improving the soil are organized
based on the natural village. Households on the project site under planning must put in labour and
money, while the Villagers' Committee organizes the beneficiaries to carry out the construction.
The labour inputs of farmers was 28 days per household for project households and 12 days for
non-project households; the investment of farmers was 250 Yuan RMB for project households
and 85 Yuan for non-project households. For non-project households, financial and labour inputs
refer to their inputs in other public facility projects. In addition to the financial and labour inputs of
farmers, administrative units at the county, township and village levels also put in some funds with
total amount of 50 Yuan for project households. These funds represent the leading role of
government, which has greatly enhanced the confidence of farmers in their financial and labour
inputs. In Songpan, the government provides more funds for project implementation in poorer
villages and fewer funds for relatively richer villages. Investment by the county government may
come from other funds for poverty alleviation, to induce some investment from project townships
or villages. Regarding the investment structure of projects, the largest portion is from the labour
inputs of farmers. The farmers get no pay from participation in project construction. However, the
completed projects greatly improve the quality of their contracted land and farmers can obtain
long-term returns from managing the improved contracted land.

As a result, the project household has 0.46 mu more irrigated farmland for off season vegetable
cultivation and 2.9 mu more for fruit tree plantation or for fodder production. For the farmers, their
heavy labour inputs have been doubly repaid. Firstly, they have obtained a generous land asset:
the improved quality of farmland increases the value of their operating asset, which is the basic
guarantee for increasing agricultural incomes in the long run. Secondly, employment of farmers in
agriculture is more stable. In the past, due to the poor quality of farmland and its vulnerability to
natural adversities, farmers got low and unstable reward for their cultivation or even reaped
nothing at harvest time. The improvement of soil quality and production conditions has stabilized
the employment and incomes of farmers in agriculture as well as the output of land.

Following the implementation of projects to return grain plots to forests (pastures) and build farms
by improving the soil, the county government has guided the farmers to restructure agricultural
production. The main direction of restructuring is to enlarge the cultivation area of off-season
vegetables and agro forestry, i.e. off-season cabbage, lettuce, tomatoes and potatoes with apple
trees and Sichuan pepper tress. The sale of off-season vegetables and tree products can directly
increase incomes, while fodder crops (alfalfa and ryegrass) are grown for goats and cattle,
because an increased scale of high-performance breeding will certainly increase employment in
rural households. This comprehensive rural development policy has proved effective in Songpan
County.

Our field survey also showed that development of off-season vegetable cultivation can increase
employment of farmers in farm production. Households with relatively large off-season vegetable
cultivation not only provide adequate employment to their family members but also hire some
people to help with the farm work. Harvesting, processing and transporting the products to
markets also demand more labour input. Putting all the effects together, we could see that
implementation of the projects have increased rural employment in the mountain areas of
Songpan County.
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Moreover, the proportion of farmers working outside is slightly higher in project households than in
non-project households. We found that farmers go out to work for many reasons and there is no
direct causal relationship between the restructuring of agricultural production and the increase in
the incidence of farmers working outside. In Xinzhai Village, the restructuring of production may
also be an important factor urging farmers to find jobs outside. In addition, people from project
households work shorter outside than people from non-project households, but the annual
average income of project households is 159 Yuan higher than that of non-project households.
The main reason might be that some people from project households go out to sell their off
season vegetable products and the income from marketing one's own products is usually several
times higher than incomes from providing labour services. Besides, the source of such incomes is
much more stable. This also confirms the effectiveness of the approach of the Government of
Songpan County that combines multiple investments.

Why are the policies, for example the food-for-work policy, implemented better than some other
counties do within the province? Besides the reasons already mentioned above, the major reason
could also be that Songpan County Government is not so poor that it has to put more financial
burdens on the farmers. In the last 10 years, tourism developed rapidly and the government has
benefited greatly from it. Secondly, the government leaders have shown a strong capacity of
getting supports from higher government, which should not be seen as just a result of so-called
“personal relationship” (Guanxi in Chinese word), but a fruit of their long term cooperation with
outside research institutes and international NGOs. More importantly, the local cadres and the
farmers of Songpan County have shown their open mind and active participatory attitude towards
sustainable development, which should be, at least in part attributed to the long term’s efforts in
promoting the principles of participatory development and resource co-management in Songpan
County. In this process, ICIMOD, through implementing its projects in Songpan and sending
experts to train the local people, also made great contributions to sustainable agricultural and
rural development in this important mountain area.

Finally, in Songpan County not everything is of course perfect. When the author was about to
finalize the report, a big snowstorm hit the high frigid plateau area of Songpan and caused 3000
yak’s death, a big loss that has not been seen since the past 12 years. In that area, the author, in
collaboration with local government and local people, has implemented projects to fence the
rangelands and demonstrated techniques for grassland improvement. From this tragedy, we can
conclude that high levels of investments do not necessarily ensure the sustainability of the
production system. There are emerging evidences urging us that, to promote sustainable
development in the mountain areas with such high environmental variability, we need to rethink
the whole approaches we have used. An innovative principle is obviously needed.
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VIl. Conclusions and Recommendations

In summary, China has withessed a fundamental evolution of policies concerning agricultural and
rural development over the past three decades. This evolution has involved not only adoption and
improving of new policies, but also the changing roles of agriculture, rural society and farmers in
the macro social-economic development strategies of the country. From the experiences of
Sichuan Province, we can conclude that the rural policy reforms, especially the policies for land
tenure (Household Contraction System), has greatly supported farmer’s initiatives for agricultural
development; the new policies adopted recently, like the policy of reducing farmer’s tax burden,
the policy of direct subsidies to agricultural production and new technology and variety
introduction, and the preferential policy towards poverty reduction, has significantly elevated both
the production and the per capita income. The policies of promoting non-farming sectors and
encouraging out-migration of rural labour have provided farmers with not only alternative options
for development, but also accelerated the urbanization process in rural areas and generated an
important source of income for farmers and rural investment, which, in turn can lead to
sustainable development in rural areas. According to a governmental report, the family planning
policy has effectively reduced the population growth by a number of 28 million people in Sichuan
Province, among which over 70% occurred in rural areas, achieving the goals of mitigating the
conflicts between man and pressure on the natural environment. Moreover, the policies of
promoting rural education, with preference to poor mountain areas, have notably improved the
rural “population quality”. The new policy of rural health insurance is just an example and a
starting point that marks the change of national strategy to attach more importance to social
welfare in rural areas. Mountain specificities are addressed through preferential policies, such as
special poverty alleviation projects for poor mountain areas, direct fiscal supports to local
governments, more legislature rights for ethnic autonomous areas, waiving the agricultural taxes
and tuition fees in poor and ethnic areas, etc.

The above achievements made in Sichuan and China clearly illustrates the strengths of
policymaking and implementation for agricultural and rural development in China. Firstly, the
relatively strict governance structure and unified leadership have helped to realize high efficiency
in policymaking and implementation. Generally, if a policy is made and the government is willing to
implement it, the government has enough power and means to ensure its implementation. The
principle of “lower government submits to higher government” significantly reduces the time for
over-discussion. Secondly, the principle of “from the people and to the people” and the multiple
input mechanisms (though the inputs are mostly internal) has, at least to some extent, reduced
risks of mistakes in policy making. Thirdly, an integrated strategy which takes into account not
only economic policies, but also social and environmental ones, has already been developed to
address the San Nong Issues and to promote agricultural and rural development. In recent years,
the principle of preference to rural areas have been established and adopted in related
policymaking. Fourthly, changes of rural policies are generally headed in a positive way, in that
further liberation of rural productivity, further protection of farmer’s rights and interests, further
improving infrastructure and providing financial supports to rural areas are encouraged, which will
benefit the sustainability of agricultural and rural development.
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On the other hand, the weaknesses are enormous. Lack of thorough investigation and advance
research and lack of sufficient participation of all stakeholders, especially lack of external input
mechanisms, have resulted in the use of volition in the making of many policies, and the absence
of monitoring in implementation, leaving space for corrupt officials to create local policies
beneficial to their own interests. While the strict governance structure facilitates the process of
policy-making and implementation, it also causes problems of slow policy feedback and policy
modification. Interlaced and overlapped responsibilities among governmental departments are
another weakness especially in policy implementation.

More importantly, while at local level the governments are often faced with a deficiency in capacity
(both financial and technical capacities) to address mountain specificities, the supports and the
policy preferences from higher governments are far from sufficient. Under the principle of “taking
economic development as the center”, the importance of mountain development is still generally
ignored as the investment on mountain agricultural and rural development is usually economically
unprofitable. There are still few policy researches focusing on mountain development and
mountain specificities are not generally understood or considered. Many rural policies, including
those mentioned in this report, were initiated in lowland rural areas and were extended to
mountain areas, without fully taking into consideration mountain specificities. The results, as
repeatedly discussed in this report, are that there are often more negative impacts and fewer
positive gains in mountain areas.

There are also big opportunities to improve agricultural and rural development policies. Firstly, the
governments (especially central and provincial governments) are well aware of the importance
and criticality of San Nong issues and sustainable rural development. Secondly, the country’s
economy is coming to the stage that the both central and provincial governments normally have
more fiscal capacity to support rural development. Community participation in policy-making is
developing gradually, in spite of still being in early stage. The Law of Administrative Accreditation,
which institutionalizes the “democratic mechanisms” in the policy-making process, has taken
effect recently and will hopefully be effective in reducing risks such as volitional policy-making.
With development of rural education, farmers’ capacities of participation in policy-making and
implementation are increasing. In addition, to cope with the problems of “selective policy
implementation” or “discounted implementation”, the Central Government is modifying the
previous “indirect” governance structure (e.g. the Central Government can not work directly with
prefecture or county governments, it must go through provincial or prefecture governments), and
provide direct supports to the local level. At the same time, the central and provincial governments
are taking measures to reduce or restrict personnel expansion in lower government, so the policy
implementation cost is expected to be controlled.

Many factors threaten policy-making and implementation for sustainable agriculture and rural
development. In mountain areas, most local governments have a shortage of both financial and
personnel capacities to formulate their local development policies. Because of the fragility and
diversity, high flexibility in implementation and quick response to the internal and external
changing environments are necessary, which requires high quality of policymaking and
implementation. There is huge gap between the requirements and the reality. In practice, there
are only a few researches having ever been done on mountain specificities, including those in

62



Sichuan Province. How a certain policy interacts with specific mountain fragility, diversity and
marginality as well as the integrated impacts of policy combinations on a certain mountain area is
not fully understood. The knowledge gaps do exist and are threatening the proper formation of
policies for mountain development.

Although democracy is developing in the country, there is still a need of an improved system of
accountability and performance measurements for local governments. The relaxing of central
control has also given many local opportunities. They sometimes even turn a well-liked central
policy, such as economic growth and rural education, into a harmful “local policy” that justifies
wasteful investments and wasteful resource extraction. These practices have become common,
particularly in rural areas, where local leaders violate governmental regulations and laws in the
interest of personal gain.

As we saw in the previous discussion, rural policies changed rapidly with the fast growth of the
economy. This, on one hand, has provided opportunity to improve rural policy, but on the other
hand has also threatened consistency of certain policy and encouraged short-term activity and
short-term policy implementation. Moreover, the rapid development of the market economy and
the accelerating process of globalization have made mountain societies more vulnerable and
mountain agricultural production more uncompetitive. The “brain drain” can be seen as one of the
negative impacts of globalization that threatens sustainability of mountain development. In this
context, there will be less incentive for the private sector to invest in remote mountain areas.
Mountain development can still be pushed forward with more preferential policies, but the costs
for implementation of these policies could be high.

For mountain and rural problems, there is no global or even regional solution but just local
solutions. For certain policies, the impacts are also much more localized. When taking Sichuan
Province as a whole, therefore, it is not a possible to make a suggestion for improvement of
certain policy, as it might be positive in one area and negative in another area. Based on above
discussions, some general suggestions can be made as follows:

There is a need to develop a new evaluation and monitoring system, especially for local
government, with which local officials are not only judged by their supervisors, GDP growth
and visible achievements. In this context, further democratization of the policymaking process
is apparently needed.

Local governments should be further empowered and their capacities of properly localized
and implemented rural policies need to be strengthened.

Mountain specificities should be further studied and impacts of current rural policies need to
be further analyzed.

Land tenure and rights to use natural resources need to be stabilized and continuity of policy
implementation should be kept.

Policy that encourages private investment in environment-friendly industries or businesses in
mountain areas should be further developed. In addition, the institutions for ensuring benefit
sharing with local communities need to be established.
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