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RURAL POVERTY AND CHINA’'SENTRY TOWTO:
PRESENT KNOWLEDGE, UNRESOLVED ISSUESAND CHINA'S
POLICY OPTIONS

1. Introduction

Since beginning its economic reforms in 1978, China has made remarkable progress in
reducing its incidence of rural poverty. This is so whether one relies on official Chinese
estimates, those of the World Bank or other authorities. By contrast, India has unfortunately

made much less progress in reducing rural poverty in the same period.

Since the beginning of the 1980s, the official incidence of rura poverty in India has
fluctuated around 40 percent whereas according to official Chinese statistics, rural poverty
declined in China from about 30 percent in the late 1970s to less than 5 percent by the end of
the 1990s. The World Bank (2001), using a $1 per day poverty line, estimated that the
incidence of rural poverty in China was around 30 percent at the end of the 1980s but
declined rapidly so that by 1996 it was 10 percent. Trends in the incidence of rural poverty in

Chinas and India are evident from Figure 1.
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Figurel Rural Poverty Incidence in Chinaand India
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In addition, significant differences are apparent in trends in the number of rural poor in China
and India and in the relative numbers involved. This can be seen from Figure 2. According to
the statistics illustrated, the absolute number of the rural poor in China is now much lower
than in India. The number of rural poor in India has since the early 1960s remained relatively
constant at 200 million. By contrast, the number of rural poor in China during this period has
fallen from over 250 million to about 100 million if the World Bank (2001) estimates based
on the $1 per day poverty line are used, and to much less than 50 million if the official
Chinese poverty lineis used. In fact in 1999, only 3.0 percent of China’ s rural population was

officialy in poverty. This amounted to 34 million persons in poverty.
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Figure2 Number of Rural Poor in Chinaand India

However, there are no grounds for complacency about rural poverty in China. Many rural
people remain almost in poverty and the risk to many of falling into poverty still remains
high, and this risk is likely to have added dimensions as market systems continue to expand
under the influence of China's entry to the WTO. Furthermore, as is well known, the
incidence of rural poverty in Chinais very unevenly distributed geographically, both between
provinces and within provinces. Nevertheless, the incidence of rural poverty on average is
considerably higher in China s western region than in its eastern region. For example, in 1996
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the incidence of rural poverty in Xinjiang was 27.4 percent, in Yunnan 22.9 percent and in
Gansu 22.7 percent compared to 6.3 percent for the whole of China (World Bank, 2001). In
addition, in these provinces, a high proportion of the poor are well below the poverty line and
therefore, virtually destitute. Thisisindicated by the high squared poverty gap for these three
provinces. In 1996, this gap was 3.58 for Xinjiang, 1.87 for Gansu and 1.42 for Yunnan
compared with 0.56 for the whole of China (World Bank, 2001). These provinces have
major concentration of minorities and the incidence of poverty amongst minorities is on
average higher than for the Han Chinese. Factors such as soil of poor quality, land on steep
slopes or land located in arid regions, difficult climatic conditions, problems of market access
and so on are often associated with rural poverty.

Although China has been outstandingly successful in recent decades in reducing the
incidence of itsrural poverty, rural poverty is still of concern. The remaining rural poverty in
Chinais likely to be the most intractable in nature. Furthermore, China’'s entry to the WTO
adds to the complexities involved in the aleviation of rural poverty in China. While China's
entry to the WTO provides China with some new economic possibilities, it also involves
some restrictions on Chinese economic policy. The question remains unresolved of whether
China s entry to WTO will increase or decrease its incidence of rural poverty in the next few
years. The question also needs to be considered of how best China may take advantage of its
post-WTO situation to continue to reduce its incidence of poverty. The purpose of this paper

isto throw some light on these matters.

This will be done by considering recent reports of international bodies (such as the World
Bank, OECD, Asian Development Bank and IFPRI) and their associates dealing with China's
rural poverty and/or rural economy. Not all of those reports relate directly to China' s entry to
the WTO but al have at least indirect relevance. Their relevance for further progress and
future policies for aleviation rural poverty in China is specificaly examined. This is
followed by a consideration of the scope for policies aimed at poverty reduction as provided
for by ‘exempt’ measures under WTO covenants including “Green Box” measures,
developmental measures, “Blue Box” measures and the de minimis principle. Then thereis a
brief discussion of how field studies can assist in the improved targeting and adjustment of
policies for rura poverty reduction. Greater attention to such factors will be necessary for

Chinain its post-WTO period. Concluding suggestions and comments finalise this article.



2. Findings of Internationally Sponsored Studies of Relevance to the Impact on Rural
Poverty of China’'sEntry toWTO

World Bank Report: The study by the World Bank (2001) on rural poverty and measures
for overcoming it in China constitutes an important step in the analysis of poverty aleviation
in China. However, it does not discuss the possible impacts on rural poverty of China’'s entry
to WTO. Nonetheless, it does provide a significant overview of rural poverty and related
policy issues in China prior to China's entry to the WTO. Furthermore, the data and
information reported has been used by others (e.g. by Weiss, 2001) to speculate on the impact
on rural poverty of China'sentry to WTO.

This World Bank report begins by examining trends in rural poverty in China in the 1990s
and concludes that a significant reduction in rural poverty has occurred whether the Chinese
official poverty line is used or the World Bank poverty line of a dollar per day. It suggests,
however, that the Chinese poverty line is too low and that for the purpose of international
comparison its use may result in a comparative understatement of the incidence of rural
poverty in China. Nevertheless, if the World Bank’s poverty line is used, it is clear that
China’srural poverty problem is not now of the same magnitude as India’ s (see Figures 1 and
2). Thelocation of the Chinese poor and their characteristics are also identified in this report.

The report puts considerable emphasis on the macroeconomic context as a factor in poverty
aleviation in China. It suggests that rapid and continuing macroeconomic growth in China
has played a key role in reducing the incidence of poverty in Chinain recent decades. China's
economic reforms and changes in its international policies since 1978 have contributed
significantly to China's economic growth and have been accompanied by a substantial

reduction in itsincidence of rural poverty.

Although aggregate economic growth can play a significant role is reducing rural poverty,
especidly in the early phases of economic development, it is by no means a sufficient
condition for rural poverty reduction. Furthermore, continuing macroeconomic growth is
likely to become of reduced effectiveness in reducing remaining levels of rural poverty as the
incidence of rural poverty reaches lower levels, as in China. Greater targeting and a more
micro-oriented approach is likely to be needed as rura poverty reaches lower levels of

incidence.



While the effectiveness of continuing macroeconomic growth in continuing to reduce rural
poverty islikely to fall with the passage of time, it islikely that in a developing country, such
as China, a significant reduction or reversal of economic growth will raise the incidence of
rural poverty. For instances, this may occur if guest workers find it increasingly difficult to
find work in urban areas and must return to their rural village, or if the rural poor find it more
difficult to find off-farm work and are, therefore, unable to supplement their farm income.

This matter is of importance in considering the impact on China' s macroeconomic growth of
it entry to WTO and its possible consequences for its rural poverty. It aso highlights the fact
that the sectors of the Chinese economy are now more interdependent than in the past and
that the consequences of rural poverty of China s entry into the WTO do not depend entirely

on itsimpact on agriculture and on the rural economy.

World Bank (2001) also reviews poverty reduction programs in China. It suggests that
improved targeting of poverty aleviation measures are required to ensure that those most in
need are benefited. In order to more effectively meet the needs of the poor, a new approach to
implementing poverty relief program is recommended. Because a high proportion of the rural
poor occur in mountainous areas, the World Bank (2001) devotes a substantial amount of its
report to measures to increase productivity in mountainous areas. However, it does not give
comparable attention to arid and semi-arid areas even though the incidence of poverty is also

high in arid or semi-arid provinces such as Xinjiang and Gansu.

The World Bank found that those experiencing poverty in rural areas are entirely or almost
entirely dependent on farm income. Those farmers with higher income usually supplement
their income with off-farm work. The very poor seem to have weak links with the wider
monetary economy. However, this may be more a consequence of being poor than a reason
for being poor.

It might also be observed that several donors have expressed support for the development of
integrated poverty reduction programs involving significant local community participation.
The World Bank, for example, supported the Western Region Poverty Reduction Program
with thisaim in mind (State Statistical Bureau, 2000).



OECD Report: In 2002, the OECD released a major report on China in the World Economy
(OECD, 20023, b) that takes into account likely impacts on the Chinese economy of China's
entry to the WTO. The report includes sector studies of agriculture and rural industries,
consideration of China's rural economy and economy-wide issues, such as prospects and
policies for China's regional development. While rural poverty is not the prime focus of this
report, it is given some consideration (OECD, 2002b, pp.108-109) and severa of its findings

have implications for the possible effects on rural poverty of China s entry to WTO.

Of some relevance for the incidence of rura poverty are
(2) thelikely patterns of farmgate agricultural prices following China’'s entry to WTO;
(2) the expected economic fortunes of town and village enterprises (rural enterprises) in
areas subject to a high incidence of poverty;
(3) the prospects for state-owned enterprises, particularly in Western China, and
(4) for foreign direct investment that might be advantageous to the poor.

Chapter 3 of OECD (2002b) provides useful insights into the consequences for rural incomes
and employment of China’'s trade liberalisation China s domestic producers are expected to
face lower prices for wheat, maize, cotton and soybean (OECD, 2002b, p.116). Lower prices
for edible oils, sugar and wool may also occur as import quotas and tariffs are revised, and
the exclusive rights of state trading enterprises to trade in such commodities is curtailed
(OECD, 2002b, pp.750-751). See aso Colby et al. (2001).

The impact on the income of individual farmers producing these commodities will depend on
the extent to which they depend on these commodities for their income and their ability to
switch to production of other commodities that either have not shown a fall in price or in
some cases may have enhanced prices due to increased export prospects. In the latter respect,
China’'s labour-intensive crops such as those involving horticultural (fruit and vegetable
growing) are thought likely by the OECD to benefit by its improved access to foreign

markets as aresult of China s entry to WTO.

Using neoclassical economic theory, it iswidely argued that Chinawill find it is increasingly
economic to specialise in labour-intensive economic activities as its trade liberalisation
proceeds. There is, however, arisk that this will not benefit the rural poor. The World Bank
(2001) found that the rural poor tend to specialise in grain production and production of



maize is popular in hilly areas. These sellers of grain can expect lower income from grain
salesin the future. At the same time, many of the very poor are net purchasers of grain. They

could benefit to some extent by lower grain prices.

Possibly those most at risk are cereal producers who rely for their income mostly on grain
sales, are only just above the poverty line and who lack opportunities to switch to alternative
types of crops because of soil and climatic conditions and for whom livestock production is
not economically viable. There is arisk that such farmers will be pushed below the poverty

line, if they cannot find off-farm employment.

It is also pertinent to note that land-intensive agriculture in China is concentrated in its
Western region and labour-intensive agriculture in its Eastern region (see OECD, 2002b,
Figure 1.8, p.75). To a considerable extent, this already represents regiona agricultural
specialisation within China according to comparative advantage. Given this pattern, it may be
difficult for the Western region to benefit from any increased demand for labour-intensive
agricultural commodities. At the same time, the Western region is likely to face increased
international competition for the supply of land-intensive or (broadacre) agricultural
commodities as aresult of China's entry to the WTO. If thisis so, agricultural incomesin the
West could suffer and there may even by arisk of arise in the incidence of rural poverty in
the West.

There are also some concerns about how well town and village enterprises and state-owned
enterprises in the West will be able to compete after WTO entry and it is still not apparent
that alarge injection of foreign direct investment to these areasis likely to occur. If thisis so,

pressures for out migration from the West may increase.

OECD (2002b, Ch. 3) argues that farmers in remote areas may be isolated from international
trade effects because of high market transaction costs. It states, in relation to remote farmers
that: “Since most of their economic activities are in their own village or township, the prices
they are facing or selling for are determined locally and are not affected by what happens far
away in the nation’s border areas’ (OECD, 2002b, p.118). However, the extent to which this
is so requires further investigation as it may depend on the nature of the commodity and
complete isolation is unlikely for all commodities. Relying on this argument and other

considerations, OECD (2002b, p.120) maintains that poor villages in which most villages rely



on full-time agriculture for their livelihood will be relatively unaffected by China's WTO
entry. Using the approach of Rozelle et a. (1999), it classifies such villages as remote. In
addition, three other categories of villages are identified, namely those in which a substantial
amount of income is earned from migration, from micro-enterprises and from large
enterprises. Average village income tends to rise as dependence on these respective modes of
production alters towards greater dependence on large enterprises.

According to OECD (2002b, p.120), poorer villages will be little affected by China's WTO
entry because villagers are often relatively self-sufficient, have low levels of cash income and
“sell their commodities into markets that are relatively isolated from the rest of the
economy”. If they are purchasing tradeables, they might even gain by lower prices. In fact,
OECD (2002b, p.120) concludes: “In short, it can be expected that the poorest of the poor in
China will either not be affected at all (by trade liberalisation) because of their remoteness
and high degree of self-sufficiency, or because they will gain nearly as much as they lose”.
However, clearly this argument requires further elaboration and empirical testing before
being accepted. The OECD (2002b) report goes on to state that most probably the largest
negative effect of trade liberalisation policies will be on those rura dwellers in middle-
income categories. Nevertheless, because the OECD’s assessment is a conditional one, it is
quite difficult to draw a definite conclusion, as can be seen from the excerpt from the OECD
(2002b) report reproduced in Appendix |I. Nevertheless, the report does highlight several
important aspects that require consideration in assessing the impact on China’'s rural poverty
of itsentry to WTO.

OECD (2002 a,b) points out that the importance of agricultural production in China and its
agricultural exports are on the decline and that this trend will continue without China’s entry
to WTO. Anderson (1997), for example, also comes to this conclusion and suggests that
China's accession to WTO will only dlightly accelerate the trend. Using the Global Trade
Analysis Project (GTAP) model, Anderson concludes that China’'s WTO accession will only
have minor effects on China's agriculture. If so, it would not appear to be a major factor
likely to add to rural poverty. However, some caution may be warranted because as OECD
(2002b, p.774) points out, this GTAP model has severa limitations e.g. the model assumes
perfect competition and a high degree of labour mobility.



McKibbin and Wilcoxen (1998) outlined a general equilibrium model in which they predicted
an increase in the rate of growth of China's GDP of 0.85 percent after its WTO entry after a
short period of industrial adjustment. If poverty reduction is associated with economic
growth, this would suggest some beneficial effects on poverty aleviation from China s WTO
entry. However, as pointed out below, there is no a close connection between poverty

reduction and macroeconomic growth.

Wang (1999) completed an important study from which he predicted that the elimination of
guotas under the Multi-Fibre Agreement (MFA) will substantially increase China's
production, employment and exports of textile and apparel products. He states that the
expansion of the labour-intensive manufacturing sector would bid productive resources away
from farming, boost domestic demand for food products, and increase agricultural imports
(while decreasing exports). Wang (1999) estimated that production and employment in
wheat, other grains, and plant fibres (such as cotton) would fall?> and imports of these
products would rise substantially (OECD, 2002b, p.769). This suggests that the impacts on
agriculturists depend heavily on their prospects for engaging in more labour-intensive
horticulture or obtaining jobs in relatively labour-intensive industries, such as textile
production and garment manufacture. The income prospects for those agriculturalists in
poverty, or likely to be in poverty in rural areas, following China's WTO entry will depend
on their ability to take advantage of new opportunities as the Chinese economy changes its

structure.

The OECD (2002a, p.12) estimates that 70 million workers will exit Chinese agriculture
during this decade and that China's entry to WTO will only increase this outflow by 2 to 3
million. However, it expects that only a fraction of these workers will be able to find jobs in
rural enterprises (TVES) and presumably will need to relocate to larger citiesto find jobs. The
OECD (2002a, p.12) therefore stresses that the development of China's rural economy is
increasingly dependent on conditions and policies affecting the economy as a whole. This
may also be increasingly so for the emergence and reduction of rural poverty. All parts of the

Chinese economy are becoming more interdependent.

Asian Development Bank Study: Weiss (2001) completed a useful study of Western China,
aregion in which poverty is of particular concern in China. His results support the view that

caution is required in accepting the World Bank’s (2001) suggestion that national economic



growth in Chinais a powerful force for rural poverty reduction. Weiss (2001) points out that

agricultura growth is usually more poverty-reducing than non-agricultural growth.

Taking into account provincial economic growth rates in Western China, Weiss (2001) finds
that the rural poor have benefited little from overall economic growth. Particularly in the
Western region, he finds that growth in grain production is a key factor in poverty reduction.
He states (Weiss, 2001, p.27) that “Grain production as the main income source for most of
the rural poor in the Western region, since the better-off will be able to diversify for example
by investing in livestock or tree planting; hence how grain production and prices change will
be the dominant factor in determining poor households position in relation to the poverty
line”. Since grain prices are expected to fall in China, partly as aresult of its WTO accession,

this prognosisis not favourable for the incidence of poverty in Western China.

Weiss (2001, pp.27-28) summarises his findings as follows.

“In the West there are serious pockets of rural poverty, where poor groups have remained
relatively untouched by the general rapid rise in prosperity. This implies that the simple
assertion that economic growth in the aggregate will take care of the poverty problem in the
West is likely to be highly optimistic, at least in the short term. In searching for an
explanation for this weak relation between general growth and provincial poverty reduction
two factors are likely to be particularly important. First, in the areas of serious pockets of
poverty locational disadvantages may both lower returns to factors based there and impede
links with the wider regional and national markets. Second, in terms of migration whilst the
movement of the labour surplus off the land in parts rural China has been an important recent
phenomenon it is likely that the very poor — that is those below or close to the official poverty
line — have only benefited very modestly from this process because of their own persona and
family disadvantages.”

He continues by considering various alternative policy measures for reducing poverty in

Western China and makes the following recommendations:

“ - Support grain prices for poor farmers, if necessary by subsidizing procurement
prices when market pricesfall below acritical level;

- Encourage greater labour mobility, for example by improving the work of labour

bureaus and further modifying the household registration system,;
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- Persist with further voluntary resettlement schemes,

- Target more closely poor villages and townships and provide a package of related
inputs including both physical and social infrastructure;

- Encourage new investment in the Western Region, for example by the provision of
long-term finance and training schemes, and where feasible continue to offer
regional tax incentives’ (Weiss, 2001, p.38)

The International Food Policy Research Institute (IFPRI): Fan et a. (2000) outline a
model that provides interesting results about the returns from different types of public rura
investment in China in terms of adding to agricultural GDP and in reducing poverty. These
results are of potential importance for poverty relief following China's entry to WTO because
rural support via al of the types of public investments considered by Fan et al. (2000) are
WTO-exempt. Fan (no date) gives further consideration to this matter and in so doing makes
some comparisons between Chinaand India.

The main results are summarised in Table 1. This indicates that the highest reduction in
poverty incidence in Western China can be achieved by public investment in agricultura
R&D, education and provision of infrastructure (roads, electricity and telephones). Table 2
provides a ranking of the effects of different categories of public investment for China and

India.
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Tablel

Returns to Rural Investment in China

Coastal Central Western Average

Returnsto Agricultural GDP Yuan per yuan expenditure

R&D 8.6 10.02 12.69 9.59
Irrigation 2.39 1.75 1.56 1.88
Roads 1.67 3.84 1.92 212
Education 3.53 3.66 3.28 371
Electricity 0.55 0.63 0.4 0.54
Telephone 1.58 2.64 1.99 191

Returnsto poverty reduction Number of poor reduced per 10,000 yuan expenditure

R&D 1.99 4.4 33.12 6.79
Irrigation 0.55 0.77 4.06 1.33
Roads 0.83 3.61 10.73 3.22
Education 2.73 5.38 28.66 8.8
Electricity 0.76 1.65 6.17 2.27
Telephone 0.6 1.9 8.51 221
Poverty loan 0.88 0.75 1.49 1.13

Source: Fan (no date)

12



Table2
Ranking of Public Investment Effects

China India
Ranking of Returnsto Agricultural Production

Agricultural R&D 1 1
Roads 3 2
Education 2 3
Telecommunications 4

Irrigation 5 4
Electricity 6 8
Health 7
Soil and Water Conservation 6
Anti-Poverty Programs 5

Ranking of Returnsin Poverty Reduction

Agricultural R&D 2 2
Roads 3 1
Education 1 3
Telecommunications 5

Irrigation 6 7
Electricity 4 8
Health 6
Soil and Water Conservation 5
Anti-Poverty Programs 7 4

Source: Fan (no date)

Fan (no date) concludes that public investment in agricultural research, education, and rural
infrastructure are the three most effective forms of public spending for promoting agricultural
growth and poverty reduction. Little trade-off is required between these investments, in his

view, in terms of their impact on agricultural growth and poverty reduction.

He continues by claiming that government spending on anti-poverty programs has had little
impact on poverty reduction, mainly because of inefficiency in targeting and misuse of funds.
He suggests that a better long-term solution is to use these funds for rural education and
infrastructure and presumably, in the light of Table 2, he should also add agricultural R&D.

13



Despite the significance of the IFPRI studies, it would be wise not to accept al of the
conclusions and recommendations involved without qualification. These studies are based on
Chinese empirical datafor its provinces in the period 1970/1997. Regression analysis using a
particular model is applied to this data. When applying such analysis, it is often difficult, or
impossible, to distinguish between cause and effect, and circular causation may be present.
For example, rates of investment in agricultural R& D, education and rural infrastructure may
partly rise as aresult of an increasing level of per capitaincome. Furthermore, there is always
the risk of confusing association with causation. Finally, from a policy viewpoint, time-lags
are important. Although extra investment in agricultura R&D, education and rura
infrastructure may be relatively effective in reducing the incidence or rural poverty, this may

only occur after a substantial |ag.

More Recent World Bank Research of Relevance: The World Bank has a small group
project entitled “China’'s WTO Accession, Policy Reform and Poverty Alleviation” and
Anderson et al. (2002) have completed a draft paper involving interaction with this group.
These authors use a modified GTAP model that takes more appropriate account of China's
WTO-accession reforms compared to Anderson (1997) and which aso incorporates a
frictional element for labour movements of agriculture. Table 3 summarises the sectoral
volume effects of China's WTO-accession reforms comparing the predicted situation in 2007
with 2002. It indicates significant declines in all agricultural producer prices and falls in
volumes of production in most agricultural sectors. Only production of plant-based fibres
(e.g. cotton) shows a significant rise® and livestock production displays, at most, a moderate

rise.
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Table3
Sectoral Volume Effects of China s WTO Accession Reforms, 2002 to 2007

Producer Consumer Production

price (%) price (%) (%)
Rice -1.7 1.0 -2.1
Wheat -25 04 2.1
Feedgrains -2.7 1.9 -2.2
Vegetables and fruits -2.7 -0.1 -34
Oilseeds -3.6 -4.6 -7.8
Sugar -2.7 -3.1 -6.85
Plant-based fibres -0.7 31 15.8
Livestock and meat -2.5 0.2 1.3
Dairy products -2.3 0.2 -2.1
Other food products -2.5 -1.8 -5.8
Beverages and tobacco -2.7 -6.9 -33.1
Forestry, fishing and mining -15 12 -0.9
Textiles -2.5 -3.1 15.7
Wearing apparel -1.3 -1.9 57.2
L eather products -1.6 0.0 3.8
Petrochemical products -1.4 0.9 -2.4
Metal and metal products -1.1 13 -2.1
Motor vehicles and parts -4.7 -4.2 1.5
Electronic equipment -2.1 -1.7 0.7
Other manufactures -1.4 0.9 -2.2
Trade and transport -0.9 1.7 0.0
Construction -0.9 1.7 0.9
Communications -0.7 19 -0.6
Commercial services -0.6 19 -2.0
Other services -0.9 1.6 -1.7

Source: Anderson et al. (2002, Table 9)

Given these results, the situation for rural families highly dependent on agricultural salesis
not favourable. Anderson et a. (2002, pp.8-9) conclude, “Our analysis suggests that rural
non-farm incomes will rise on average absolutely and possibly even relative to urban
incomes. However, some farm households facing increased import competition” will be

worse off according to Anderson et al. (2002, pp8-9).
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3. Issues about Rural Poverty Left Unresolved by Previous Studies of Impacts of
China’'s Accession toWTO

Earlier studies of poverty in China, such as World Bank (2001), over-emphasized the
capacity of growth of national income to bring about a reduction of rural poverty. Follow-up
research by Weiss (2001) demonstrated that there is not a strong link between
macroeconomic growth at the Chinese provincial level and reduction in rural poverty in
Western China. In Western China, growth in grain production and in agricultural production
generally are much more important influences in alleviating rural poverty.

Early studies by Anderson (1997) using the GTAP model suggested that China's entry to
WTO would only add only slightly to economic trends already evident in Chinese agriculture.
However, Anderson et al. (2002), using a more sophisticated GTAP model and allowing
more reglistically for the conditions that China has agreed to for its accession to WTO, now
seems to find that the impact of China’'s WTO entry on its agriculture will be greater than
originally estimated.

OECD (2002a) also concluded that the overall additional impact of China s WTO-entry on its
agriculture would be small. In OECD (2002b), an attempt is made to predict changes in the
incidence of rural poverty as aresult of China' s entry to WTO. It is basically argued that the
poor in remote areas will be little affected because they are decoupled from the rest of the
economy. Those closer to industrial centres are expected to gain by employment in
manufacturing or a greater demand for labour-intensive crops. The poor and near poor who
are neither remote nor close to industrial centres could lose if they depend on marketed
agricultural products to a considerable extent for their livelihood. However, in some cases,
this could be offset by lower prices for traded inputs. Nonetheless, the overall effect on this
group is not clear from the OECD analysis presented because it is not specific, is conditional
and is not supported by the use of empirical data. Nevertheless, the general OECD conclusion
appears to be that China’'s entry to the WTO will add little to the incidence of rural poverty in
China.

Anderson et al. (2002, pp.8-9), on the other hand, consider it likely that the incidence of
poverty may rise in remote regions of China and state “... some farm households facing

increased import competition may be worse off, ceteris paribus, because they are located in
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areas that are too distant from expanding industrial and service activities to benefit directly
from that expansion in non-farm output and are too poorly served with infrastructure to
attract such activities to their own region or to diversify into producing farm goods whose
relative price has risen, or because they do not have relatives able to repatriate non-farm
earnings to them. The incidence of rural non-farm poverty will fall mainly because of the
growth in wages of unskilled workers in rural non-farm activities, but poverty may well
increase in agriculturally based hinterland provinces along way from markets and in regions
poorly served with the necessary infrastructure to attract investment in such activities as
textiles and clothing. National self-sufficiency in food, feed and fibre will fall somewhat,
particularly as the demand for livestock products grows with income gains from trade reform

and as exports of meat products and of textiles and clothing expand.”

The economic prognosis for Chinese agriculturalists following China' s entry to WTO is less
favourable in Anderson et al. (2002) than in Anderson (1997). Anderson (2002) predicts that
producers prices of all Chinese agricultural products will fall in post-WTO China. Between
2002 and 2007 China’s production of al major agricultural products will fall except for plant,
based fibres (such as cotton)* and livestock and meat. The latter will increase by only 0.2
percent (see Table 3). Beverage and tobacco production will fall by a massive 33 percent.
Even vegetables and fruits, believed by OECD (2002) to involve a form of labour-intensive
agriculture and predicted by the OECD to expand production, are forecast by Anderson et al.
(2002) to show a decline in production by 3.4 percent. Overall this indicates falling revenues
for Chinese agriculture. Although some agricultural inputs will be cheaper following China's
WTO accession, overal the relative net revenue for agriculture seems likely to decline.

Clearly comparative returns to agriculture decline overall.

The outlook for the rural poor seems as though it should be of concern. Those current rural
poor who show a high degree of reliance for their livelihood on marketed agricultural
products will be worse off if they remain in agriculture. Furthermore, many farmers who are
now above the poverty and who rely for most of their livelihood on agricultural sales are

likely to be pushed below the poverty lineif they remain dependent on agriculture.

The poor in mountainous areas and in semi-arid and arid areas will most likely face more
difficult economic conditions. However, it is conceivable that the economic position of those

poor who are not dependent on markets will show little change. Yet if they are net purchasers
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of grains, they may pay more for these since the consumer price for both rice and wheat are
expected to rise (see Table 3) and maize prices may also rise.

In some mountainous areas in the Southwest, tobacco is an important crop. Both prices and
production of tobacco are predicted to fall significantly now China has jointed the WTO. A
fall in tobacco prices and production can be expected to have negative consequences for
poverty in such areas. Furthermore, the Western region of China is unlikely to see a
substantial increase in livestock and meat production. In China as a whole, the predicted
increase in production from this sector is only 1.3 percent and at the same time, producer
prices are expected to fall by 2.5 percent. It seems likely that most of the increased
production will occur in coastal provinces using intensive livestock systems. Livestock
production can be expected to become more reliant on imported feed grains, and the cost of
imported ingredients near the east coast of Chinawill be lower than in the interior taking into
account transport costs.

If anything, after China's entry to WTO, forces are likely to operate to increase the
differences in income between western and coastal Chinaand it is likely that the incidence of
rural poverty will rise in interior China. This is mainly because East China is better placed
geographically for engaging in international trade and commerce. Industrial and population
concentration in the east of China creates a strong centripetal force for concentration of
economic growth there. Because of infrastructure, geographical and other comparative
disadvantages, West China is unlikely to attract substantial investment in its industrial
development. If thisis so, it will add to the difficulty of economic adjustment in the West
because opportunities for new local jobs in the non-farm sector in the West are likely to be
severely restrained. Those in rural poverty in the West may have few opportunities for local
off-farm employment and for migration to local urban centres to find work. They may have
greater job opportunities in the east of China but thisis far distant. Furthermore, for many of
the poor, the cost and risks of searching for work in the East are high. Furthermore,
substantial migration could threaten the sustainability of some communities, including
minority communities, in the West both economicaly and culturally. The situation is very
complex, and is already receiving a high priority in policy formulation in China.
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4. Possible Palicy Options under the WTO Agreement on Agriculture

The risk of rural poverty increasing in China as a result of increased market liberalisation
following China's entry to the WTO seems considerable. The problems that seem likely to
emerge have both economic and social (community-wide) dimensions. It is prudent to

explore alternative policy responses.

It is possible that the policy advice by Anderson et a. (2002) reflects the emerging consensus
of the group involved in World Bank’s project on China's WTO Accession, Policy Reform
and Poverty Alleviation. Anderson et a. (2002, p.9) state that in post-WTO China: “If some
farmer’s incomes are to worsen relative to those of non-farm households, and if there is afall
in agricultural self-sufficiency, two of the most obvious policy implications have to do with
rura human capita/R&D/infrastructure investments and grain marketing. First, the
government might consider further investments in agricultural research and in basic rural
education and health services and rura infrastructure to reduce the adverse effect of trade
reform on poverty incidence and perceived food security. Second, the government might
reduce it regulation of grain marketing and in particular cease compulsory procurement at
less than market prices. It might also look to ways to free the mobility of farm labour, at least
to rural town and smaller cities, to make it easier of those in depressed rural areas to find
more lucrative off-farm work (See Johnson 2001).

If al that was considered insufficient support for incomes of the poorest farm households,
short-term adjustment assistance via infrasmarginal (and hence not output-inducing) producer
price subsidies could be provided so as to boost their incomes without boosting farm output
(in an equal but opposite way to that used to tax farmers in earlier decades — see Sicular
1988). Such an intervention could well be deemed WTO-consistent because of its decoupled
nature, and in any case if it was just targeted to poor farmersit is unlikely to ever exceed 8.5
percent of the value of China's output of the product concerned (its de minimis exemption
limit for product-specific support under Article 6.4 of the WTO's Agreement on

Agriculture).”

However, agricultural research may be slow-acting in its effect on poverty and also needs to
be well targeted. In addition, rural education also is likely to be subject to alag in having an
impact on poverty, and increased education often has to be coupled with other opportunities

to obtain adequate economic advantage from it e.g. support for emigration, or investment in
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local industries. There is also the problem of causality mentioned earlier. While these
strategies have long-term merit, their effectiveness depends on how they are coupled with
other economic factors. According to OECD (2002b), China does not impose compulsory
grain purchases on farmers in poverty. If more farmers join those in poverty, this exemption
may have to be extended. Labour mobility will need more attention but policy considerations
in this area are complex. For example, heavy outward migration from rural areas may
threaten the sustainability of some local communities, and could result in rising urban
unemployment and growing numbers in poverty in urban areas with associated social
problems. The influx of rural dwellers to urban areas may need to be regulated to limit
serious economic socia problems in urban areas. Complete dismantling of movements on

labour at this time could be unwise.

Nevertheless, despite existing regulations on labour movements, millions of workers have left
agriculture and have become illegal urban migrants, and this process is likely to continue.
Many migrants remain unemployed in urban areas. Urban unemployment may be as high as
30 percent, and is creating considerable difficulty for structural change in China (Xiao, 2002).
In the long term, however, structural adjustment is likely to be the most effective means to
deal with most types of poverty, but not all.

Income-support schemes for the rural poor are still an option following China's entry to the
WTO. Since it is a strong plank of Chinese policy not to give ‘handouts’, income support
may be linked to requirements to carry out or contribute labour to capital improvement on
farmland or communally e.g. building of farm or community dams, contribution of labour

and assistance with local infrastructure maintenance or provision.

There continues to be considerable scope for China to assist its rural poor following its
accession to WTO. The WTO Agreement on Agriculture recognizes the WTO members have
particular rights to provide economic support to farmers but restricts the manner in which that
support can be provided. The restrictions are basically intended to prevent domestic prices for
products deviating too much from international prices so as to not undermine the WTO’ s goal

of economic efficiency in resource allocation internationally.

Three sets of measures to support the economic situation of farmers are not subject to

reduction requirements under the Agreement on Agriculture. These exemptions are mainly
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intended to take account of disparities between rural and urban incomes, and to allow for
structural adjustment, rural development, environmental concerns and food security. These
exemptions are
- “green box” measures which meet general and specific criteria so as to have no, or at
most minimal, trade-distorting or production-related effects;
- certain developmental measures in developing countries;
- “blue box” measures which cover certain direct payments under production-limiting
programmes.” (WTO, 2002).

In addition, under the de minimis principle, product specific support up to 10 percent of the
value of an agricultural product is allowed for developing countries although it seems that
China has agreed to 8.5 per cent. An average measure of support (AMS) is estimated in this
case. As pointed out by Anderson et al. (2002), it would be possible to provide price support
specifically targeted to the poor without violating the de minimis principle in China's case.

Appendix 1l contains the WTO’s explanation of exempt support measures and those subject

to the de minimis principle.

Government expenditure targeted to the poor (or generally) on research, pest and disease
control, agricultural training and inspection service, marketing and promotion services and
infrastructure are all WTO-exempt. So also is support for structural adjustment in agriculture,
including support for outward migration from agriculture. As can be seen from Appendix |1,
food security policies can also be classified, in certain circumstances, as “green box”

measures.

“Green Box” measures are involved also in payments to farmers to change their land use
patterns for environmental or similar reasons, for example to replace land used for cropping
by forest or grassland. Such measures are WTO-exempt. China has adopted some such
measures in environmentally sensitive regions where many of the rural poor occur. These are
often regions inhabited by minorities. Economic assistance to poor areas may also be
provided by rural development measures as mentioned below.
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“Blue Box” measures are also WTO-exempt. These mostly involve payments to suppliers to
reduce production of specific products. The reason for doing this is not a material

consideration.

Development measures are also not subject to the de minimis principle in developing
countries. “The measures that fit into the development category are measures to encourage
agricultural and rural development and they are an integral part of the development
programmes of developing countries” (WTO, 2002). They include investment subsidies for

farmers and input subsidies for low income producers, e.g. subsidies on seed or fertilizers.

From the point of view of the WTO, exempt measures to support economic activity do not
count as protective barriers to international trade. However, all non-exempt measures are
taken into account by WTO. In the case of agriculture in China, under the de minimis
principle, these should not exceed 8.5 percent of the total value of agricultural production.

Thus, despite WTO rules, considerable scope till exists for the Government of China to

assist China s rural poor following China s WTO accession.

5. Concluding Comments

Following China's entry to WTO, the Chinese Government will need to give increasing
attention to the incidence of rural poverty. Indications are that its incidence of rural poverty
will rise. Furthermore, unless countermeasures are taken, income disparity between the West
and the East of Chinais likely to grow. In addition to this, new pockets of rural poverty may

emerge among market dependent farmers.

Considerable scope exists under WTO rules for the Chinese Government to target alleviation
of rural poverty. However, public funds for this purpose in China are limited, partly because
it is still adeveloping country. Therefore, public funds for poverty alleviation need to be well
spent. This involves careful identification of the occurrence of rural poverty and efficient
aleviation of it. Changing issues and emerging problems need to be quickly identified and
specific measures to deal with these need to be explored. Following China's entry to WTO,
greater attention will need to be given to facilitating structural or industry adjustment to avoid

new pockets of poverty that may arise with market movements.
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Surveys of rural communities can play a useful role in this regards. Such surveys can help
pinpoint emerging poverty and changes in its nature, may help to identify suitable policy
responses at the local level, and can be used to gauge potential reactions to poverty
alleviation measures e.g., likely reactions of the poor to policies to assist migration, and
identification of barriers to their migration, and to identify financial support needed to help
poor farmers change their composition of production. Appropriate village surveys and
interaction involves a side-by-side approach to policy formulation and implementation. This
can be a very useful way of identifying the emergence and continuation of poverty problems

aswell as an important step towards finding effective means to address these problems.

6. Notes

1 The poverty gap for a poor individual equals the amount of income needed to
bring this person up to the poverty line. When sgquared, it provides an index of the
degree of poverty experienced, and it increases at an increasing rate with the size
of the gap. The squared poverty gap for a population is an indicator of the
severity and also degree of inequality of poverty present.
Thisis at odds with the prediction by Anderson et al. (2002) shown in Table 3.
This contrasts with the prediction of Wang (1999).
However, unlike Anderson et a. (2002), Wang (1999) predicts a fal in China's
production of cotton after its entry to WTO.
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Appendix |
An Extract from OECD (2002b, pp.119-120) Relating to the Incidence of Rural Poverty

in Chinaand Trade Liberalisation

“While it might be thought that households in the poorest regions (who are mostly full-time
farmers) will be hurt the most by the changes to agriculture introduced by trade liberalisation
policies, it may be that households in these villages enjoy the most buffering by a number of
factors. They will remain relatively unaffected to the extent that they are self-sufficient, have
lower levels of cash income, and sell their commodities into markets that are relatively
isolated from the rest of the economy. The net effect will depend on a number of factors, but
even if farmers sell a substantial amount of their output, if they primarily purchase
agricultural inputs and other tradable stable commodities (such as wheat and soybean oil for
which prices are expected to fall due to trade liberalisation), any fall in revenues will be
attenuated. In short, it can be expected that the poorest of the poor in Chinawill either not be
affected at all because of their extreme remoteness and high degree of self-sufficiency, or

because they will gain nearly as much as they lose.

Most probably, the largest negative effect of trade liberalisation policies will affect those in
the middle-income categories. The typical household in these villages does not benefit
universally either from the greater demand for labour from local investments by enterprises
or from greater for local labour, since migration is not very common ..... They are typically
fairly well integrated into the rest of the economy and frequently highly commercialised. If
agricultural prices fall, full-time farmers in these areas will be adversely affected. In fact,
there is a higher propensity to be running a self-employed enterprise in these types of villages
than in any other region ..... If their businesses are connected with agriculture or with any
other sector that is affected by trade liberalisation policies, they will be hurt in a second way.
In short, those in these middle-income villages that are located in the far suburbs and the not
so-far-away rural areas will be the ones most likely to be affected by trade liberalisation
policies — at least in the short run. However, since these villages are in the regions that are

fairly well-off it may be that these household are fairly flexible and may minimise the costs.

In summary, to the extent that the mode household in each areais examined, it may be argued
that most regions have reasons to be fairly optimistic. The poorest regions will be unaffected

due to their remoteness. The next to the poorest and richest should have substantial benefits if
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trade liberalisation policies increase the demand for China's rural industrial products or for
rura labour in general. Those in the middle-income areas may be hurt. However, to the extent
that they will respond, the first round negative effect may be reduced considerably. In short,

there is reason to believe that most of the aggregate effects will not be too serious.

However, there are other household in rural China besides the ‘typical’ ones. In rich areas
there are commercia farmers who have invested in and are producing agricultural goods that
may suffer large price falls when trade liberalisation policies are fully implemented. In a
number of areas that are well-integrated into the rest of China's economy there are farmers
who are on land that is best suited for wheat and maize production, two crops that will most
likely see a large increase in imports (see Chapter 1). Many of these households have few
feasible alternative crops that they can produce. In some areas, rural factor owners and their
workers will suffer if they happen to be in an industry that loses its long-standing protection.
In the long run, most of these households may adjust; in the short run, however, some may

experience severe consequences’.
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Appendix 1
Frequent Asked Questions and Answers about the WTO Agreementson

Agriculture
Source: http://www.wto.org/wto/english/thewto_e/whatis_e/eol/e/wto02/wt02_70htm

What does domestic support mean in terms of the Agreement on Agriculture?

Are all domestic subsidies subject to reduction commitments under the Agreement on
Agriculture?

What isin the green box?

What is the meaning of “general government services’ in terms of green box measures?
Are government expenditures related to public stocks for food security purposes and
domestic food aid included in the green box?

What is the meaning of “decoupled” support in terms of green box measures?

What are “blue box” payments?

What devel opmental measures are exempt? What is“de minimis’ support?

kkhkkkkhkkkkhkhkkhkhkkikkkx

What does domestic support mean in terms of the Agreement on Agriculture?

Domestic support covers all subsidies or transfers in favour of agricultural producers.
Of this broad definition, only certain measures are normally subject to reduction
commitments or to the rule-based de minimis commitments. These include any
government-administered price which acts to maintain prices at levels above those
prevailing on international markets; certain direct payments to producers, including
deficiency payments; and certain input and marketing cost reduction measures. The AMS
represents a method of converting all included forms of product specific and non-
product-specific support into a total monetary value which is the basis for a Member’s

legal reduction commitments.

Are all domestic subsidies subject to reduction commitments under the Agreement on
Agriculture?
No. The Agreement recognizes the right of Members to support farmers, for example to

achieve objectives related to issues such as rural versus urban incomes, rural
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development, structural adjustment, environmental concerns, food security, etc. Support
measures which are exempt from reductions commitments are classified in a number of
categories:
“ green box” measures which meet general and specific criteria so as to have no,
or at most minimal, trade-distorting or production-related effects;
- “blue box” measures which cover certain direct payments under production-
[imiting programmes,
- de minimis levels of support, i.e. other support which does not exceed 5 per cent of
the value of production of the product concerned (in the case of developing

countries, the de minimis level is 10 per cent).

What isin the green box?

The fundamental requirement for a measure to qualify for the green box is that it must
have no, or at most minimal, trade-distorting or production-related effects. With this in
mind, the Agreement on Agriculture sets out a number of “ general” and “ measure-
specific” criteria which, when met, allow measures to be placed in the * green box” of
measures exempt from domestic support reduction commitments. In general, the green
box applies equally to developed and developing country Members, but more flexible
criteria apply to developing country Members with respect to certain measures related to
stockholding for food security purposes and domestic food aid.

The basic general criteria are that the measure must be provided through a publicly-
funded government programme (including government revenue foregone) not involving
transfers from consumers and that it must not have the effect of providing price support
to producers. The measure-specific criteria define the detailed conditions that measures,
such as decoupled income support or certain other direct payments, must comply with if
they are to be considered “ green” for the purposes of the Agreement.

What is the meaning of “general government services’ in terms of green box

measures?

The green box covers many public service programmes, including general services
provided by governments. The green box thus provides for the continuation, and possible
enhancement, of programmes such as research, pest and disease control programmes,
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agricultural training services and extension and advisory services, inspection services,

mar keting and promotion services, and infrastructure services.

Are government expenditures related to public stocks for food security purposes and
domestic food aid included in the green box?

Yes, but there are specific criteria which have to be met. For example, food security
stocks have to be part of a food security programme which is identified in national
legidlation and which sets out predetermined food security targets. Moreover, the
operations of the programme have to be financially transparent, and the accumulation
and disposal of the food security stocks cannot operate as a cover to provide market
price support. In the case of developing countries, the measure-specific criteria for both

food security stocks and domestic food aid programmes are more flexible.

What is the meaning of “decoupled” support in terms of green box measures?

The green box also provides for a wide range of direct payments to producers provided
these payments meet the generally applicable criteria as well as certain measure-specific
criteria. For example, green box decoupled income support requires that the payments
from the government to the producers do not influence the type or volume of the
production. These payments must not be linked to any current prices applying to any
production undertaken, or to the current factors of production employed by the farmer,
and no production shall be required to received such payments.

Additional criteria to be met as regards direct payments to producers depend on the type
of the measure concerned. Such measures may include certain forms of direct income
support which do not aim to encourage production, income insurance and safety-net
programmes, natural disaster relief, various types of structural adjustment assistance
programmes, and certain payments under environmental programmes and under

regional assistance programmes.

What are “blue box” payments?
Blue box payments are a special category of direct payments. Although they do not
qualify as exempt under the green box (essentially because they are product-specific

payments), such payments are nevertheless treated as exempt from reduction because
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they are made under “production-limiting” programmes, such as production quotas

implemented in the framework of supply management.

What devel opmental measures are exempt? What is“de minimis’ support?

In addition to measures covered by the “ green box” and the “blue box’, two other
categories of domestic support measures are exempt from reduction commitments under
the Agreement on Agriculture. These are certain developmental measures in developing

countries, and de minimis levels of support.

The measures that fit into the developmental category are measures of assistance,
whether direct or indirect that are designed to encourage agricultural and rural
development and that are an integral part of the development programmes of developing
countries. These include investment subsidies which are generally available to
agriculture in developing country Members, agricultural input subsidies generally
available to low-income or resource-poor producers, and domestic support to producers

to encourage diversification from growing illicit narcotic crops.

When all of the exempt measures have been accounted for, the residual non-exempt
domestic support is quantified in monetary terms on a product-specific and, in case of
sector-wide measures, a non-product-specific basis. When such subsidies are below de
minimis levels, they too are deemed to be exempt from reduction commitments. The de
minimis level is defined as a percentage of the value of production for the product
concerned (or the total value of agricultural production for the non-product-specific
measures). The percentage is 5 percent for developed country Members and 10 per cent

for developing country Members.
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