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ABSTRACT

The agricultural and rural reformprocess that started in 1979 has
seen far nore success than failure. Yet we should not neglect the
i mportant shortcom ngs of the reform process, especially since the
future of China's food supply is involved. In this paper, | shal

address both aspects of the reforns. The rural reforns have been
remar kably successful in several very inportant ways - increasing
agricultural production, increasing the quality and variety of
foods, and in increasing the real per capita incomes of farm
peopl e. The rapid developnment of the township and village
enterprises and other forns of nonfarmenterprises has been beyond
even what the w | dest expectations mght have been. The reforns
have failed to reduce the significant incone inequalities that
have long existed in China - between rural and urban areas and
regional ly. In fact, both types of inequality are now greater
than they were when the communes existed or even before 1949. The
regional inequality has grown primarily in response to economc
opportunities while the growing urban-rural inequality has been
due to deliberate policy decisions. The urban bias in China is
very strong and, unfortunately, there is no indication that it is

decreasing or is likely to do so in the future.



China’'s Rural and Agricultural Reforns:
Successes and Fail ures

The agricultural and rural reform process that started in
1979 has seen far nore success than failure. Yet we should not
neglect the inportant shortcomngs of the reform process,
especially since the future of China's food supply is involved. In
these remarks | shall address both aspects of the reforns. But
let me first start with the successes. There can be no doubt -
the refornms have greatly benefited both rural and urban peopl e.
Agriculture before the reforns

Bef ore describing the reforns and the outcones, a brief word
about the organization of agriculture and rural life prior to 1979
is in order. The Communi sts canme to power in China through the
support of farm people. They were promsed |land and for a very
brief period, |land was divided anong the farm population. But as
in the case of the Soviet Union, the |land was rather quickly taken
awnay. Land reform was conpleted throughout China by 1952. After
two internediate steps, Mao forced China's farm people into the
communes in 1958. Under the interim organizational fornms farners
had either retained ownership of their Iand and other property or
were rewarded to sone degree on the basis of their contribution of

| and and property. However, in the commune system all |and and



ot her property was taken fromfarners w thout any conpensation and
becanme col | ectively owned.

The creation of the conmmunes as part of the Geat Leap
Forward was but one feature of the greatest nman nade disaster in
the history of the world. O her aspects of the Geat Leap were
t he backyard iron furnaces which were to hel p China overtake G eat
Britain in steel production and the enornous prograns of buil ding
dans and levelling land that required tens if not hundreds of
mllions of workers to engage in heavy work, resulting in the
neglect of farmwork in 1958. A horrible consequence of the G eat
Leap, conbined with the self delusions that envel oped Mao and his
followers, was the 1958-1961 famne that clained the lives of at
least 30 mllion people or approximately 5 percent of the entire

popul ati on of China (Yang 1996, pp. 37-38).

The fam ne need not have occurred. It was not due to crop
failure; the famne started in 1958, the year of the China's
| argest grain crop until then. The fam ne was due to enornous

policy errors, starting with the huge drain on the food supplies
caused by the heavy work burdens of the Geat Leap. The fervour
created by the Geat Leap conbined with Mo's clains that
socialism either had or would produce beyond what the world had
ever seen resulted in a process of msinformation designed to
confirm the inmmediate and overwhel m ng success of the socialist

policies. The desire to supply the |eadership with what it wanted



to hear resulted in a claim that the 1958 grain output was 375
mllion tons or double that of 1957. The actual production was
perhaps 200 mllion tons, little nore than half the original
claim Lies were built on lies and those who knew the truth were
afraid to inform the |eadership for fear for their |ives (Becker
1996, Ch. 16).

Because the | eadership believed the exaggerated estimte of
grain production, the amount of grain procured was increased to
such a high level that it left too little grain in the countryside
to provide food for the farm population. Local leader's vied with
each other to nmaxim ze the anount of grain delivered to the state,
doing so in part to justify the lies about the amount of grain
produced (Becker 1996, Ch.8). Excessive anmounts of grain were
del i vered even when it was known that not enough was left to avoid
starvation for those who produced the grain.?

Mao's belief that China's grain problem had been solved
resulted in two remarkable decisions nmade while a famne was
underway or just beginning. In August 1958 he told an audience in

Hebei Province: "How can you eat your way through so nuch grain?

! The percentage of the grain crop procured by the state increased from 24.6 in 1957 to 29.4 in
1958, leaving less grain in the countryside in 1958 than in the prior year. But even greater
exploitation of farm people occurred in 1959 when 39.7 percent of the grain crop of 170 million
tons was procured. Even though the 1959 crop was 25 million tons smaller than the 1957 crop, the
state procurement in 1959 was 14 million tons greater (SSB 1984, p. 370). Farm people were
starved in order to feed the cities.



What are you going to do with the surplus?" (Wl ker 1984, p. 100).
Believing the grain problem had been solved by the ability of
socialism to achieve very high yields, Mo issued a directive
calling for a long term reduction in the grain area from 80
percent to a third of the cultivated area so that |land could be
rel eased for other crops (Wal ker 1984, p. 146). In response to the
directive the grain area was reduced by 10 percent in 1959 even
t hough the famne was well underway by the spring of the year
The 1959 grain crop was 35 mllion tons below the 1958 crop, but
hal f of that decline was due to the reduction in the grain area.

Bel i eving that China was awash with grain, grain exports were
actually sharply increased in 1959 to 4.2 mllion tons and in 1960
were higher than in any year from 1950 through 1957 (SSB 1984, p.
397). Exports continued while mllions starved. It was not until
1961 that there were significant inports of grain when nearly 6
mllion tons were inported (SSB 1984, p. 412).

Forcing farm famlies to eat at communal Kkitchens with free
food contributed to enornmous waste and excessive use of food in
the summer and fall of 1958. Food supplies that needed to | ast
for a year were consuned in a few nonths. Food use was not gui ded
by prices - there was no nmechani smfor properly rationing the food
to assure that the supply lasted until the next crop. The
communal kitchens, forced on rural conmunities by Mo in an

apparent effort to reduce the role of the famly, conbined wth



the excessive procurenent of grain were the nmajor reasons the
famne started following a bunper crop and continued with such
enornmous |l oss of life.

In 1983 | net a young nman who had been 8 years old when the
communal kitchen was introduced in his village. | asked hi m what
he thought of the communal kitchen and | shall never forget his
response. He said that he liked it very much, the food was both
good and plentiful and he got to eat with his friends. After
t hese comments, he stopped for a nonment and then blurted out: "And
then we starved."

Wien there is notice of the famne - | am told schoo
textbooks even now do not nmention it - it is blaned on bad
weather.? This is false. True, the grain crops in 1959 and 1960
were bel ow the average of the 1950s but this was due not to the
weat her but to the poor managenent of the communes and the effects
of the famne on the energy level of farm people. It should be
remenbered that the 1958 grain <crop was primarily the
responsibility of the system that preceded the conmunes; the 1959
crop was the first one produced under the conmune system Had the

| eadership not engaged in such enornous self delusion, built upon

2 The statement applies for generally accessible material in Chinese. For objective histories of
the period from 1950 to 1978, including discussions of the famine and the poor performance of the
economy, outstanding works in English by Chinese authors are available. Xue Mugiao (1981 and
1986) and the other is by Liu Suinian and Wu Qungan (1986) provide excellent discussions. A
rather briefer and less authorative account can be found in Johnson (1990).



lie after lie, and not forced the comunal Kkitchens on rural
people with its enornous adverse consequences, one of the greatest
human tragedies in the history of the world would not have
occurred.

The commune system nmay be briefly described. By 1978
agriculture was organi zed into approxi mately 53,000 conmunes with
each conmune having a popul ation of about 15,000 and an area of
cultivated land of 2,500 hectares. Wiile the organizational
structure varied sonmewhat, each comune consisted of approxinmately
13 brigades that were in turn divided into 7 to 10 production
teans. A production team included approximately 35 famlies and
60 workers. Menbers were paid on the basis of work points; the
work points were determned prinmarily by the tinme worked with sone
differentiation by the nature of the work (physical difficulty).
It proved inpossible to relate the work points to productivity.
People worked in groups and work often consisted of nake work
since each production team needed to nmaxim ze the nunber of work
poi nts earned since the net output of the conmmune was divided on
the basis of work points. The distribution of income to a
production team and its nenbers depended on the production teams
share of total work points.

How well did the commune system function? Poorly, very
clearly. Grain output per capita in 1978 at 195 kil ogranms was

|l ess than the 203 kilogranms in 1957. An authoritative analysis,
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based primarily on State Statistical Bureau data, estinmated that
per capita daily calorie consunption for 1955-58 was 2,256 and
2,287 in 1975-78 - no significant change (Piazza 1986, pp. 85-86).
Xue, an elder statesman anong Chi nese econom sts, described the
two decades from 1957 to 1977 as follows: "Between 1957 and 1977,
living standards al nbst renai ned the sane. The average wage was
not raised, the peasants' food grain was not increased, and about

one in every three peasants led a hard life." (Xue 1981, p. 176).

The conmunes were not only economc institutions; they were
civil and political institutions as well. They constituted the
| ocal governnment, controlling the police and what passed for a
system of justice. They were responsible for all the functions
normally carried out by |ocal governnment and thus had enornous
control over the lives of their nmenbers.

It should be noted that while private consunption per capita
probably did not increase during the two decades of the comunes,
public consunption did. In the rural as well as urban areas, the
increase in expenditures on education and public health resulted
in significant declines in illiteracy and infant nortality and
increased |ife expectancy. Life expectancy at birth was 36 years
in 1950, increasing to 64 years in 1979 (Wrld Bank 1983, p. 98)
while the percentage of children in elenentary school increased

from 27 in 1950 to 90 in 1980 and secondary school enrol nment
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i ncreased from about 20 percent to 40 percent over the sane period
(Worl d Bank 1983).
Rural Reforms - Major successes

It is nmost unlikely that there has ever been a series of
agricultural refornms in any country that have conme close to the
achi evenments of the Chinese reforns. G oss agricultural output
grew at an annual rate of 6.3 percent for 1979 to 1994 and a
significant part of this growh cane w thout resource cost to the
rest of the econony. Three neasures of the increase in
agricultural production are given in Table 1 - gross agricultura

out put and grain and neat production.

Table 1
Measures of Agricultural Qutput

Year Agricul tura | Real Grain Meat Qut put

I Agricul ture | Qutput Y 2 (Mllion

Gross?Y 's GDP ? (million t ons)

Qut put t ons)
1978 100 100 305 9.5
1980 109 104 321 13.0
1983 138 135 387 15.0
1984 155 153 407 17.0
1985 161 155 379 19.3
1986 166 161 392 21.1
1987 176 168 403 22.2
1988 183 172 394 24.8
1989 189 178 408 26. 3
1990 203 191 446 28. 6
1991 211 195 435 31.4
1992 224 - 443 34.3
1993 242 C 456 38.4
1994 263 - 445 45.0
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1995 465 50. 0

1) State Statistical Bureau (1995): FBIS-CHI -96-043, March 4
1996, p.74.

2) Includes pork, beef, mutton, and poultry. Qutput for 1978,
1980, 1983, and 1984 estimated by author. Oher years from State
Statistical Bureau 1995.

The early refornms so inproved the incentives facing Chinese
farm people that a |arge percentage of the 50 percent increase in
output from 1979 to 1984 resulted fromincreased | abor effort and
nore intelligent use of inputs, including human capital. Sone
estimates indicate that the change in incentive structure due to
the adoption of the household responsibility system increased
agricultural output by 20 to 30 percent wthout any claim on
additional resources from the rest of the econonmy (Lin 1988,
MM Il an 1989). In other words, the rest of the econony got
sonmething for nothing; the only "cost" was reducing the arbitrary
power of the bureaucracy.

The increase in agricultural production was translated into
an increase in daily per capita caloric intake of 30 percent to
2,600 in the 1990s. But not only did the calorie availability
increase but the quality and variety of food inproved enornously.

Prior to the early 1980s, when the state nonopoly over production
as well as food distribution in the cities still existed, each

auturmm famlies in northern cities purchased 100 kil ogranms of

cabbage per famly nenber to provide themwith nearly there only
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source of green vegetables for the wnter. In October and
Novenber there were piles of cabbage on nearly every street
corner, or so it seened.

Now that nost nonstaple foods reach consuners through the
private sector and farmers produce, with only some exceptions,
what is profitable for themto produce, a wide variety of fruits
and vegetables are available in northern cities throughout the
year. Another major change in the food supply situation has been
the enornmous growh in the production of aninmal products,
primarily meat. Meat output in 1995 was nore than five tines the
output in 1978. This is an enornous increase. |f production has,
in fact, reached 50 mllion tons, this neans that the per capita
consunption of meat has reached South Korea's recent |evel.?3
Mich is often nmade of the fact that the growh of agricultura
out put was very rapid up to 1984 and then slowed - sone have even
used the word stagnated. True, there was sone significant catch
up in terms of productivity when the very inefficient conmunes
wer e abol i shed. From 1979 to 1984 gross agricultural output

i ncreased at an annual rate of 7.6. From 1984 to 1994 t he annual

% There are apparent inconsistencies in the data on meat consumption and production. In 1994
the household surveys indicate that per capita meat consumption in rura and urban areas average
about 16 kilograms while the production data indicate an availability of about 37 kilograms for the
same year (SSB 1995, pp. 267, 285 and 354). It may well be that the data from the household
surveys fail to reflect the amount of meat consumed in canteens and restaurants, but it seems
unlikely that this aone could explain the large difference in the estimates of meat consumption and
availability
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rate of increase was 5.4 percent. The growth of grain production
did slow after 1984 - for the first 6 years of reform the annua
grom h rate was 4. 93; for the next 10 years the growmh rate was
only 0.9 percent.

Was the use of grain in China constrained by production from
1984 to 19947? | think the answer is in the negative. Chi na
inported grain during the first half of the 1980s and it was a net
exporter in 1992, 1993 and 1994. Wiile the government may have
exported nore grain in 1994 than it should have - 4.2 mllion tons
- market prices did not indicate that the net exports in 1992 (2
mllion tons) and 1993 (9 mllion tons) were too |arge since grain
prices fell in these vyears.* The growth of donestic grain
production nmet the growh of donestic demand between 1979 and
1994, including a large increase in stocks held by farm
househol ds. ° In 1979-1984 China inported 13 mllion tons
annual ly. Thus during the years of the reform up to 1994, China

noved frombeing a net inporter of grain to a nodest net exporter.

4 One might ask why China exported any grain in 1994. Nominal grain prices increased by
nearly 50 percent in the last quarter of 1993 and by the end of 1994 were nearly double what they
were at the beginning of the year. The government undertook various efforts, abeit unsuccessful
ones, to limit theincreasein grain prices. Y et exports continued.

> Grain stocks held by farm households in China are enormous compared to the grain stocks in
the rest of the world. In China grain stocks serve two very important purposes for farm households
- one is as a hedge againgt inflation and the other is as insurance against income variability or for
consumption smoothing. Grain is an important consumption good, still providing more than three
fourths of total calories, and it is readily salable. Bank deposits are not a good hedge against
inflation since in inflationary periods the interest rate is below the rate of inflation.
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This occurred even with the enornous increase in neat production
and the use of grain as feed, a new devel opnent in China.

As noted, there was little or no increase in real per capita
incones for the two decades under the commune system Table 2
provi des data on the changes in rural and urban per capita incones
for the years of the reforms. The increase in the real inconmes of
rural people has been very great - incone in 1994 was nore than
three tines what it was in 1978. National data are not avail able
for urban areas until 1981. It is evident fromthe data on the
ratio of wurban to rural incomes that the early effects of the
rural reforns was to narrow the di fference between urban and rura
incones - the ratio declined from 2.24 in 1981 to less than 1.9
for 1982-84. But the disparity started to increase in 1985 and is
now al nost certainly larger than it was under the comune system

or for that matter, prior to 1949.°

® The datain Table 2 do not reflect the numerous subsidies that are given to urban households
but not to rural households. For example, rent for urban households is highly subsidized while rural
families must pay the full cost of their housing. If al subsidies were included for 1994, urban
incomes were more than three times rural incomes.

The State Statistical Bureau (SSB 1995, p. 258) published a comparison of per capita
consumption expenditures for agricultural and nonagricultural residents. This shows substantially
wider disparities than do the data on per capitaincomes of rural and urban residents, and shows the
decline in the consumption ratio (nonagricultural to agricultural) for the first few years of the
reform. In 1978 the nonagricultural to agricultura ratio of consumption was 2.9; 1985, 2.3; 1988,
2.4; 1990, 3.0, and 1994, 3.6. The ratio for 1952 was 2.4 and in 1957, the year before the
communes were established, 2.6 (SSB 1990, p.273). Recently available data for 1995 indictes that
the urban-rural income ratio decreased to 2.72.
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Tabl e 2.
Annual Urban and Rural Household Per Capita I ncones, Nom nal and
Real , and Ratio of Urban to Rural |ncones

Urban Per Capita Rural Per Capita Rat i o:
| ncones | ncones Ur ban

Nom nal Real Nom nal Real to Rura
Year ( Yuan) ( Yuan) (Nom nal )
1978 C C. 134 134 .
1979 C - - -
1980 C C. 191 179 -
1981 500 442 223 205 2.24
1982 535 464 270 244 1.98
1983 573 487 310 277 1.85
1984 660 547 355 308 1.86
1985 749 554 398 323 1.88
1986 910 628 424 324 2.15
1987 1012 644 463 333 2.19
1988 1192 626 545 334 2.19
1989 1388 627 602 309 2.31
1990 1523 680 686 337 2.22
1991 1713 727 709 341 2.42
1992 2032 794 784 360 2.59
1993 2583 870 922 372 2. 80
1994 3502 943 1221 399 2.87

Sources: State Statistical Bureau (1995) and earlier years.
Price deflators are from Appendi x Table 1.

A mgjor achievenent of the reforns has been the rise of
nonf arm enpl oynent opportunities in rural areas. Between 1983 and
1993 approximately 80 mllion nonfarm jobs were created in rura
areas (SSB 1995). The new nonfarm jobs contributed substantially
to the increase in rural incones in the reformperiod. The rapid
devel opnent of the township and village enterprises and other
fornms of enterprises in rural areas has been a major factor in the

rapid growt h of the Chinese econony. The rate of output growh of
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rural industries has outpaced that of the heavily subsidized state
owned enterprises by four or nore tinmes in recent years. |In 1994
the gross output of all rural industries exceeded that of state
owned i ndustries by alnost 30 percent while the output of the TVEs
al one was 90 percent of the output of SOEs (SSB 1995, p. 375).°
In 1985 the gross output of the TVEs was but 22.5 percent of the
SCEs gross output (SSB 1990, p. 393). Except for sone tax
advantages in the first three years, TVES receive no subsidies and
are expected to pay their debts and their bills, sonmething that
many SOEs don't do. Rural reforms - shortcom ngs

A major shortcomng of the reforns has already been noted,
namely the wi dening disparity between urban and rural incones.
Since 1978 the rural China, not urban China, has been the engine
of growth for the country (Johnson 1996). This outconme may well
be unique in the history of the world. | know of no other country
that made the transition from a low incone to a mddle incone

devel opi ng econony where the rural areas have had the dom nant

” In addition to the TVEs there are joint and individually owned enterprisesin rural areas. Urban
areas are still not very hospitable to privately owned industrial enterprises and 90 percent of the
output of such enterprises is in rural areas (SSB 1995, p. 375). In 1994 the individualy owned
industrial enterprisesin rura areas produced a little more than 10 percent of total industrial output,
up from less than 0.5 percent in 1985. The World Bank recently provided a striking
comparison between the TVEs and SOEs. "Capital-labor ratios in collective industries in China are
only 25 percent of those in the state sector. Y et labor productivity (output per capita) is close to 80
percent of the level of state enterprises-and rising at more than 10 percent a year. Total factor
productivity in TVEs s higher than in the state sector and is growing at 5 percent a year, more than
twice therate in state enterprises.” (World Bank 1996, p. 51)
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role in contributing to real output growh and generating
enpl oynent as well. As early as 1991 rural GDP was approxi mately
the same as urban CGDP (Wi 1994) and by now certainly exceeds it.

From 1989 to 1994 urban real per capita incomes increased at
an annual rate of 7.1 percent conpared to 3.0 percent for rura
i ncones. Productivity growmh in the SOEs was certainly |ess than
3 percent annually and was probably nearer to 2 percent. Wher e
did the additional income cone fron? It canme from the nmuch poorer
rural people whose incone increased at a slower rate than the
productivity growh in the rural sector. By following a wage
policy that increased wages at a higher rate than productivity
gromh the governnent transferred income that was produced in
rural areas to urban workers and the urban econony.

The refornms have not created a national |abor market and this

is no accident.?® There was no intention to create a national

8 Before 1979 the markets for farm products were also highly fragmented. Mao attempted to
make each province self sufficient in most food products, especialy grain. One of the early
achievements of the reforms was to drop the policy of regiona sdf sufficiency and to gradually
reduce the barriers to interregional trade. Gradually the government removed its controls over most
farm products, retaining control over grain and cotton. In the case of grain there was a gradual
reduction in the role of government and by 1993 one could say that China was on the way to a
national market in grain. But with the sharp increase in grain pricesin 1993 and 1994, the reforms
which had removed consumer subsidies and reduced governmental intervention in the grain market
were reversed. In 1994 most of the reforms that had been so proudly announced in 1993 were
withdrawn - price controls and regiona consumer subsidies were reinstituted. But perhaps the
greatest blow to the creation of a nationa market for grain was when Beijing abrogated
responsibility for the distribution of grain and gave the provinces the responsibility for meeting their
grain requirements. This means that surplus producing areas now restrict the export of grain until
they are assured that enough grain is available to meet the province's requirements. This will
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| abor market. To do so would take away a significant part of the
advant ages that urban people now enjoy that are not available in
rural areas. The novenment of workers fromrural to urban areas is
severely restricted by the hukou or registration system A person
IS registered where born and it is difficult to change one's
registration fromrural to large cities and to nove and enjoy full
civil and economc rights in the city. True, there are mllions
of tenporary rural workers with jobs in the cities - farm people

are recruited for jobs that are difficult, dirty and dangerous and

jobs urban people don't want. But they hold these jobs at the
sufferance of wurban officials - they can be sent back to rural
areas for any reason or no reason at all. Such workers do not

have the sane access to nedical care or education for their
children as do urban workers. \Wen there were substantial price
subsidies for grain, such workers had to buy their grain in the
free market and pay the much hi gher market price.

The last colum of Table 2 shows the w dening disparity of
urban and rural incones from the md-1980s through 1994. As of
witing, final data are not available for 1995 though prelimnary
data indicate that there may have been sonme narrowing of the

incone differential in 1995 but nmuch | ess than needed to bring the

sharply increase price instability, as it did in 1993 and 1994. Primary responsibility for grain
storage is dso a provincia and lower levels and it is hard to believe that anything approaching a
rational national storage program is possible. Above all else, the creation of nationa grain market
has been set back by severd years.
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urban-rural incone back ratio back to the 1991 |evel, let alone
t hat of 1985.
Requi red policy reforns

The rising incone inequality poses a serious threat to future

soci al and economic stability. The larger the incone differential

becones, the greater wll be the pressure for rural to urban
mgration. Delaying facing the problemw Il solve nothing; t he
disequilibrium wll beconme greater year by year as long as

econom c policies continue to permt the incone disparity to grow
The first set of mmjor policy decisions needs to address the issue
of rising urban-rural inconme inequality. If urban areas do not
wish to absorb large nunbers of rural mgrants, and it is clear
that they do not, then rational policy requires that rural areas
shoul d be nade nore attractive places in which to |live and worKk.
This neans nmaking large investnents in rural infrastructure -
roads, comunication, electricity - and in providing education of
the sane quality as urban education and at the sane cost. Such a
program woul d necessitate a significant reduction in the specia
privileges now reserved to urban areas and a nore equitable
sharing of the productivity gains achieved in the econony.

The current set of agricultural and rural policies are
i nadequate to neet the problens that wll face agriculture and
rural life over the next quarter century. As so often happens in

reform efforts, insufficient attention has been given to how a
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particular sector wll adapt to changing conditions that wll
require mgjor adjustnments and adaptation. A good exanple of that
was the Japanese farm land reform which had mgjor positive
political, social and economc effects in its first decade or so
but which has since been a mmjor barrier to achieving farm
enl argenment and maki ng Japanese agriculture conpetitive.

If agricultural production is to continue to grow at a rate
approxi mately equal to demand growth, the current set of policies
will not be adequate to the task of assisting farm people to nmake
the adjustnents further economc growh wll require of them
Over the next quarter century China's agriculture will need to
make a substantial substitution of capital for labor if there is
to be productivity growh and an increase in the real return to
farm workers at approximately the sane rate as the inconmes of
urban workers. The size of the farm operating units nust be
i ncreased, not once and for all but continuously. Capital funds
will be required to nodernize the agricultural production process.

The current system of collective ownership of land is not capable
of maki ng the necessary adjustnents. In addition, until farners
have property rights that are nuch nore secure than the ones they
now have, they will continue to invest little in farminprovenents
or productive capital (Wen 1989; Feder 1992).

If China is to provide nost or all of its food at reasonable

prices, it nust nodify the current policies that inhibit
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investnent in agriculture and those that make it difficult to
nodify the allocation of resources as required by changing
condi ti ons. The alternative is to go the Japanese route, which
fixed the structure of agriculture as it was in the early 1950s
and has paid the price in very high food costs.

Incentives nust be created for the enlargenent of farm
operating units and for the substitution of capital (machinery)
and current inputs for labor. |If three desirable outcones occur -
continuous growh in the real return to the |abor of rural people
with food production growing at the rate required to neet the
growm h of demand at constant or declining real prices - the anount
of labor used in agriculture nmust decline. It nust decline as a
share of national enploynent and in absolute nunbers as well. The
declining role of labor in agriculture is inevitable as economc
grow h occurs.

At one tine not so long ago the United States had the sane
percentage of its |abor force engaged in farm production as now
exists in China; today it produces enough food for its population
and exports about a quarter of what it produces. It does so while
enploying little nore than 2 percent of its labor force on its
farms. Wth nodern technology, it takes very little direct | abor
on farnms to produce all the food a nation requires. As economc
growth occurs, nore and nore of the labor that contributes to food

production occurs off the farm in producing farm nmachinery and
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inputs and in research to inprove technol ogy. But even when all
this is added together, the anmount of both nonfarm and farm | abor
needed to produce food and bring it to the consuner has declined
over tinme and is now not nore than a seventh of the total |abor
force in the United States.

WIl the system of collective ownership of |and accommodate
the large adjustnments that Chinese agriculture will face over the
next century? | think not. On the surface, it would seem that
holding all the land in a village under one ownership would
facilitate the enlargement of farm operating units and the
substitution of capital for |abor. The fact that the comune
system failed to achieve a productive agriculture is suggestive
but does not constitute proof that collective |and ownership wll
suffer the sane fate.

W already have evidence of a mmjor failure of collective
ownership, nanely the limted investnment in farm capital of any
kind. Farm people save in China, but alnost none of the savings
have gone into agriculture. The savings have gone into housing -
rural famlies have constructed the equivalent of nore than 100
mllion new houses during the reformperiod - nonfarmenterprises,
bank deposits and grain stocks. Relatively little has gone into
| and i nprovenent or purchase of farm machi nery and equi pnent.

If the title to farmland were given to those who now have

use rights in the land, farnmers would nmake investnents in farm
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| and, rmachi nery and equipnent. Wy would this occur? At the
present time use rights to |land are insecure. In nost villages

|l and has been reallocated periodically as denographic changes

occur. If famly size increases, nore land is assigned, if it
decreases, land is taken away. Even when famly size renains
constant, there is no guarantee that the sane land wll be

avai l able followi ng | and reassignnent. Consequently the incentive
to invest in land inprovenent, even in applying organic manure,
has been reduced.

Wiile it would be possible to have an active market in |and
use rights, the fact that in few areas of China such a market has

devel oped should give pause. Transfer of such rights generally

require approval by local officials and thus subject to sone
uncertainty. The enlargenent of farm operating units requires an
active land market, either for rental or sale.

The adjustnment to larger farm operating units wll require
the creation of an active rural credit market. Such a market does
not now exist so far as agriculture is concerned. The |oans nade
by the rural cooperative banks go primarily to nonfarm
enterprises; relatively little goes to support agriculture. In
1994 only a quarter of all loans went to farm househol ds and
probably not all of that went for agricultural purposes (SSB 1995,

p. 575).
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Throughout nost of the world the ownership of |and serves as the
basis for creating an active agricultural credit market. Land
provides the collateral for |oans, especially for loans for the
purchase of land for farm enlargenment or for nachinery and
equi prrent .

It can be argued, of course, that collective |land ownership
could serve to accommobdate the adjustnents required of agriculture
as econom c grow h conti nues. It could be argued, and was, that
the communes could be the basis for a productive agriculture and
perhaps they could have been, but weren't. Col l ective |and
ownership creates a nonopoly situation - those who hold the
political power in the village have nonopoly power.® |f we have
| earned one thing fromthe experience of the socialist econom es,
it is that not only were such systens rife with nonopoly but that
those who had nonopoly power used it and that this was a ngjor

factor in the poor performance of such econom es. Even the

% After the above was written | received a report (Prosterman, Hanstad and Ping 1996) of the
tactics local cadres used to create large scale farms in Jiangsu and Zhejiang Provinces. In each of
the three counties studied the process was rife with apparent favoratism, autocratic and dictatoria.
Househol ds were induced to give up their use rights by various degrees of persuasion and coercion.

In the areas studied most farmers had nonfarm jobs and one rationale for taking their land was that
they did not have enough time to care for the crops and the land. In at least two villages, the
operators of the large farms were brought in from the outside (p. 21 and 24). In another village al
of the responsibility land (about 10 hectares) was contracted to the village leader (p. 25). Most of
the efforts were to create family farms, but in some cases collective farm units were created. In
some villages agricultura service stations were established to plow, plant, irrigate, and fertilize and
to provide seed and fertilizer. There was no indication that the large scale farmers were provided
with long term tenure or that they made investments in maintaing or improving the land.
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Chinese reforns illustrate the inportance of reducing the power of
nonopol i es. Before the reforns the SOEs had enornous nonopoly
powers in industry after industry and in the service sector as
well - they produced products of low quality, limted variety and
provi ded services that showed little concern for the consuner.
One of the mmjor achievenents of the reform process has been to
significantly reduce nonopoly power in both industry and services.
The conpetition of the TVEs and foreign enterprises have forced
maj or changes in the SOEs while the service sector has been
largely transfornmed by the conpetition of private enterprises.
This is especially evident in the distribution of food but can
seen nore broadly in retail services.

In the early 1990s there were canpaigns to extend socialized
services to the farnmers - with the villages establishing nmachi nery
service units that would undertake nost of the farm operations of
pl oughi ng, preparing the seed bed, planting or Sow ng,
cultivating, apply fertilizer, and harvesting. In Hebei this
canpaign was acconpanied by a heavy handed process of
consolidating plots - farms of little nore than half hectare
consi st of about seven separate plots. Pl ots were consoli dated,
whet her farmers wanted them to be or not, to nmake it easier to
provide the socialized services. The |ocal provider of machinery
servi ces had nonopoly power, either because others were prohibited

from providi ng such services or the service was subsidized to make
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it inmpossible for private individuals to conpete. The canpai gn
was soon halted and is noted here to illustrate why political
control of agricultural resources, whether |and or machinery, can
hardly be trusted to undertake the many adjustnments that will be
required in the years ahead. However, recent evidence indicates
that the idea of socialized services has not been entirely buried
(Prosterman 1996). Resistance to the transfer of land to
farm famlies probably has two sources - one ideological and the
ot her that the power of the |ocal cadres would be greatly reduced.

Hopeful | y the ideol ogical resistance will be gradually eroded as
nore and nore industrial enterprises are transformed into stock
conpanies in order to provide appropriate incentives for the
operation of the conpanies. Overcom ng the resistance of |oca
cadres may be nore difficult though as village people becone nore
experienced in the election of their local officials, the |oca
officials may beconme nore responsive to the needs of the community
rather than maintaining their own positions of power which unti
now was | argely unchecked.
Concl udi ng conment s

The rural reforns have been remarkably successful in severa

very inportant ways - increasing agricultural producti on,
increasing the quality and variety of foods, and in increasing the
real per capita incones of farm people. The rapid devel opnent of

the township and village enterprises and other forms of nonfarm
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enterprises has been beyond even what the wildest expectations
m ght have been.

The refornms have failed to reduce the significant incone
inequalities that have long existed in China - between rural and
urban areas and regionally. In fact, both types of inequality are
now greater than they were when the communes existed or even
bef ore 1949. The regional inequality has grown primarily in
response to econom c opportunities while the grow ng urban-rural
i nequal ity has been due to deliberate policy decisions. The urban
bias in China is very strong and, unfortunately, there is no
indication that it is decreasing or is likely to do so in the

f ut ure.
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