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Chapter 1 Introduction

Chapter 1

INTRODUCTION

Chinese rural income generating activities have been experiencing radical changes
brought about by the economic reform since the late 1970s. Before the economic reform,
Chinese peasants were tightly bound to the land of their native village by the collectivised
agriculture and the constraining household registration system (hukou). The abolition of
collective agriculture and the relaxation — but by no means the abolition - of the hukou
system, has permitted rural households and individuals to take their own decisions about
choice of livelihood. Although subsistence farming, with its peasant mode of life,
continues to dominate the countryside, a whole array of off-farm activities (OFAs) has
emerged. These offer the prospect of diversification of income sources and of enhanced
earning potential.

This thesis is to examine rural income generating activities using data from a 450
rural household survey conducted by the author in a cluster of nine villages in Xinmin
county in the northeast province of Liaoning of China in the year of 1998. The research

questions are:

€)) What are the determinants of and remuneration to off-farm activities

(OFAs) in rural China?



Chapter 1 Introduction

2) What determine rural households’ choice of income generating activities?
What did rural households gain from active diversification into a broad
variety of income generation activities compared to conventional grain
farming?

3) What are the determinants of Chinese rural male and female labour

participation and labour supply behaviour?

The rest of this introduction chapter is organised as follows. The historical, social,
economic and political institutional arrangements related to rural development before and
after the economic reform will be reviewed in detail in Sections 1.1 and 1.2 respectively.
The issues of rural income generating activities and the related theories are discussed in
Section 1.3. The detailed description of the fieldwork is in Section 1.4. Finally, Section 1.5

will review previous studies and lay out organisation of the thesis.

1.1 The economic and social institutional arrangements related to rural

development in the pre-reform period, 1950s — 1970s

All developing countries are confronted with choosing development strategies,
which ought to be appropriate for their specific social and economic background and
conditions. In turn, different development strategies require different social and economic
institutional arrangements to implement them.

When the new China was founded in 1949, the economy had seriously been
damaged by nearly half-a-century-long continuous wars. At that time China was generally

an agricultural country characterised by land scarcity, surplus labour and poverty; 88

2



Chapter 1 Introduction

percent of her 450 million population inhabited rural areas (State Statistic Bureau, 1997:
69) and relied mainly on subsistence household farming; in term of industrialization,
modern mechanized industry accounted for 10 percent of the country’s GNP, the rest was
the handicraft or non-mechanized industry (Sun, 1992: 25). As a result of such a backward
economy, all consumer and capital goods especially food were in extreme shortage.
Internationally, the Chinese government was isolated. Few foreign governments
recognised it. Therefore, not only was it impossible for her to get any foreign investments,
loans or aids except from the USSR to which China was then tied, but also the western
developed countries imposed economic sanctions on China.

s Although encountering such a noorlv develoned economv. the then leaders of China
earnestly desired to make the country strong in order to realize their ardent ideals of
revolution. They thus faced the problem of choosing a development strategy and the
appropriate administrative institutions to organize the economic reconstruction in order to
achieve their purpose relatively fast. After weighing the external and internal political and
economic environment, and not least the political leaders’ economic intuition, the heavy
industry-oriented development strategy was selected.

Not only are heavy industries extremely capital intensive, but also their construction
involves a long gestation period and ideally needs a large amount of imported equipment
and technology from the developed countries that then was out of the question. The
conflicts between the characteristics of heavy industries and of Chinese economy made it
impossible to implement the heavy industry development strategy by means of a market
mechanism. The solution was to make institutional arrangements to lower the barriers to
the development of heavy industries, namely, to suppress the interest rate, foreign
exchange rate, prices of energy, raw materials, agricultural products and wages, so as to

artificially reduce the cost of heavy industry development by providing cheap labour,
3



Chapter 1 Introduction

capital, raw material, and imported equipment and technology for heavy industry products
(Lin, Cai & Li, 1996: 20).

About the time that industry and commerce were nationalized,' agriculture was
collectivized; the household registration system (hukou) and the state monopoly system of
procurement and marketing of agricultural products were created. Consequently, a
centralized, planned resource-allocation mechanism and a puppet-like micro-management
system were formed (Lin, Cai & Li, 1996:20). There were not much room left for market to
function. The rest of the section explores the detailed social and economic institutional
arrangements required by the heavy-industry oriented development strategy and related to

rural development.

State monopoly of procurement and marketing of key industrial and
agricultural products. Due to the extreme shortage of all consumer and capital goods,
and the fact that importing from western countries was not possible in the 1950s, the
choices remaining for the implementation of the heavy industry strategy were severely
constrained. To keep the cost of developing heavy industries down, cheaper agricultural
products and other raw materials were needed. However, the low price policy for
agricultural products suppressed peasants’ incentives to sell their products to the state.
Therefore, to guarantee that the factors and products whose prices were suppressed and
still were transferred to the priority sectors, and to ensure that any economic surplus would

be used to accelerate the development of heavy industries, the Chinese government turned

' The industrial sector inherited by the new China in 1950s was very poorly developed and in private hands.
Of them, ‘bureaucrat capitalist’ firms owned by the capitalists with strong bureaucrat background under the
defeated Nationalist Party government accounted for two-thirds of all industrial capital and four-fifths of the
fixed assets of industry, transport and communication (Editorial Committee of China Handbook Series:
Economy, 1984). Through the socialist transformation, ‘bureaucrat capitalist’ firms were confiscated and
transferred to state-owned enterprises (SOEs) during the period of 1949-1956. Meanwhile, small business
and the individual handicraft industry were also transformed to either SOEs or urban collective enterprises.
These became the base of the Chinese industrialisation.

4
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to a centralized planning mechanism for carrying out and managing resource allocation. In
1953, a state monopoly system of procurement and marketing of major agricultural
products was set up. To comply with this, a rationing system gradually came into being to
control demand in urban areas with coupons issued for grain, cooking oil, clothes, etc.
Under this state monopoly system, prices of agricultural products and all other raw
materials needed by industrial sector were artificially kept low, whereas those of industrial
products were set high. This is the so-called ‘price-scissors’ policy. Through this state
price control system, industrial workers’ living costs and hence their wages were
maintained relatively low in order to reduce cost of industrialisation. In other words, by
using price control, the Chinese government kept transferring part of cost of urban
industrialisation to peasants; or, peasants’ interests were sacrificed by this development
strategy.

Through the state system of monopoly procurement and marketing of agricultural
products and the centralised planning mechanism of resource allocation, on average 15.5
billion Chinese yuans of peasants’ income was transferred each year to urban
industrialisation and urban residents in the period 1950-1978 continuously and invisibly
(Zhang, 2002). This amount of annual transfer accounted for 44 percent of the country’s

gross output value of industrial products in 1952 and 17 percent in 1962 (Table 1.1).

Agricultural collectivization. As low price compulsory procurement reduced
peasants’ incentive to produce, it was imperative that the state create an institutional
arrangement that would ensure its control of agricultural production. Following this logic,
the state started pushing forward the agricultural collectivization movement (Lin, Cai & Li,
1996:42). In the period of 1953 to 1956, the Chinese government launched the movement

of collectivization in the countryside after the completion of the nationwide land reform
5
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programme” in 1952. The agricultural collectivization was implemented in stages, namely,
‘mutual aid teams’, ‘elementary agricultural producers’ co-operatives’ and ‘advanced
agricultural producers’ co-operatives’. Until 1958, under the People’s Commune
movement, all co-operatives were communised. In the process of collectivisation, all the
land, livestock, farm implements and other means of production were brought into
production brigades and communes.

The People’s Commune consisted of three levels in terms of ownership as well as
economic and administrative management: commune, production brigade and production
team. The production team was the basic economic unit. Production team members
worked collectively on collective-owned land organised by production team. The principle
of income distribution was egalitarian within each of production teams, which resulted in
the work incentive of team members diminishing steadily. Food and other agricultural
products were rationed to ensure that the majority of agricultural products were sold to the
state. Needless to say, collective agriculture was inefficient.

Craftsmen and small handicraft producers were organised along the similar lines
into ‘supply and marketing small groups’ and ultimately into ‘producers’ co-operatives’
and relocated in towns, and administered separately from agriculture by county
governments (Byrd & Lin, 1990:9; Sun, 1992:149-164; Ho, 1994:14; and Lin, Cai & Li,
1996: 48). These non-farm ‘enterprises’ were mainly engaged in farm tool-making and

repair plants, farm product-processing shops and the likes.

Migration control and setting up hukou system. Also because heavy industries

were capital-intensive, their ability to absorb labour was very limited. Thus China could

% The Chinese government confiscated all the land from landlords and rich peasants and then freely and
evenly redistributed it to all peasants who had no land or had less land than average. This programme was
completed in 1952.

6
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not realise a very large transfer of rural labour to urban sector. Besides, the supply of food
and social facilities in cities was limited. Partly because of this, China established the
household registration system, i.e. hukou. In the early 1950s, the Chinese government
introduced the Aukou whereby every household was classified either as an ‘urban hukou’ or a
‘rural hukouw’. Members with urban hukou were entitled to subsidised grain rations,
subsidised housing and other amenities (e.g., job assignments by the labour bureau,
permanent employment, and health insurance). Those with rural hukou could not get access
to any of these benefits. In response to the rising costs of the entitlements given to those with
urban hukou, the government in 1959 made it extremely difficult to change one’s hukou from
rural to urban. Besides, rural residents were also not allowed to move to other relatively
prosperous rural areas. All ‘peasants’ belonged to rural Aukou (Ho, 1995: 382).

To enforce the hukou system, i.e. rural-urban segregation and stopping peasants
moving to cities, the Chinese government implemented three supplementary measures.
One was the urban ‘staple food ration system’ under which food coupons were issued to
the residents with urban Aukou. Most of the coupons were distributed locally and were
only valid locally. Besides, the quota of coupons to each urban resident was rarely
sufficient. Without food coupons, rural people could hardly survive in cities for long. Even
eating in restaurants, food coupons were required. The second one was the discipline of the
People’s Commune. Peasants were required by the People’s Commune to work
collectively everyday (there wasn’t a concept of weekend). Any absence might be
punished. Besides, if any rural residents wanted to go to cities even for a short period, s’he
had to apply for an official document from his/her commune. Otherwise, s/he was not
allowed to buy a train ticket or live in any hotel in cities. The third one was to set up a
special police force in cities that spot out and deport those who did not have urban hukou

and did not hold any official documents permitting a temporary urban stay.
7
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Through the hukou system and the three supplementary enforcement measures,
peasants were firmly tied to the land and hence rural-urban segregation was guaranteed.
Furthermore, as emphasised by Solinger (1999: 36) said, the Aukou ‘became an ascribed,
inherited one, determining an individual’s entire livelihood and welfare simply on the

basis of where the registration was located.’

Human development institutional arrangements. While not allowing peasants to
move to urban areas, the Chinese government also established and maintained totally
different, divided and urban-biased human development institutional arrangements
(referred to HDIAs hereafter) between rural and urban. The much better HDIAs enjoyed
by urban residents were guaranteed by the state budget, whereas the much weaker and
worse HDIAs available to rural residents had to be financed by the much poorer People’s
Communes and Brigades, i.e. by rural residents themselves. Note that, through the state
monopolised system of procurement and marketing of agricultural products and the ‘price
scissors’ mechanism, a large part of peasants’ income had been siphoned invisibly to the
central state budget to finance heavy industries.

In detail, urban residents particularly those state employees were entitled to a list of
HDIAs. They were life-long job security, free medical care in proper hospitals, free
education for children in proper schools, retirement pensions, paid sick leave and
maternity leave, housing benefits (decent houses or apartments with heating, electricity,
water subsidies), subsidies for food, inner city transport, hairdressing and bathing,
newspaper and books, even children’s employment. Nearly all these HDIAs were arranged
through working units. Needless to say, they were absolutely inaccessible to peasants.

In contrast with the relatively luxury and state-guaranteed HDIAs appropriated to

urban residents, what peasants got were really much worse, unstable and very little. These
8



Chapter 1 Introduction

‘very little’ HDIAs financed by the People’s Commune and Brigade or rural residents
themselves were commune-run health centres and the famous ‘barefoot doctor’ system,
free education for children and basic living support for the disabled and orphans and old
peoples without offspring. The health centres run by the People’s Commune did not have
qualified doctors, nurses and medical equipments; therefore they were not proper hospitals.
The ‘barefoot doctors’ were not properly trained so that they could not deal with any
serious medical needs. Although there was free education for children, few of school
teachers were qualified, while school buildings and equipments were much worse than
urban ones. Except for these, there weren’t any other HDIAs. There were no pensions
(peasants’ pensions were their offspring), nor any housing benefits (rural residents had to
build houses by themselves), nor any financial subsidies, even no tap water.

In short, compared to urban residents, rural dwellers lived in an environment with

very poor human development arrangements.

In summary, the heavy industry oriented development strategy chosen by the
Chinese government in 1950s led to establishing a series of institutional arrangements: a
state-owned industrial sector, collectivised agriculture, the hukou system, the state
monopoly system of procurement and marketing of agricultural products, the ‘price
scissors’ mechanism, the centralised planning mechanism for carrying out and managing
resource allocation and the urban-biased HDIAs. Through the Aukou system and the
collectivised agriculture in the form of the People’s Communes and Brigades, peasants
were tightly bound to the land of their native village. Consequently, a dualistic pattern of
urban-rural stratification was formed (Solinger, 1999: 27). Through the ‘prices scissors’
mechanism between agricultural and industrial products, and the system of state

monopolised procurement and marketing of agricultural products, a large part of peasants’
9
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income were continuously and invisibly transferred to urban industrialisation and urban
residents. Through the divided urban-biased HDIAs, rural peoples were kept in very poor
human development environment. In brief, the heavy industry oriented development
strategy and the process of implementation of it resulted in rural-urban segmentation, the
sacrifice of peasants’ interest and discrimination against them in the period from the 1950s
to the 1970s.

Interactions between rural and urban were: cheap agricultural products went to cities;
expensive industrial products® came down to countryside; every year a large amount of
money was transferred to the central state budget to finance urban industrialisation and
urban residents. As far as rural-urban migration was concerned, it was so limited that only
university graduates and retired military officers up to certain rank were given urban
hukou and assigned state jobs. Even a rural woman who married a city man was not given
an urban hukou.*

The negative economic consequences brought by the heavy industry development
strategy and the process of implementation of it to rural residents were serious. For
examples, the income gap between urban and rural was substantial: during the period of
1956-1978, the estimated urban-rural ratio of per capita was between 3.30-2.30 (Table 1.2)
without considering the huge gap of quality of life between urban and rural; in the end of
the period of 1952-1978, more than one-third of rural households were in debt and about
100 million rural populations suffered from food shortage (Zhu, 1991).

Before the Chinese Communist Party took power, people were told that one of the
Communist Party’s ideals was to remove gaps between urban and rural and between urban

residents and rural peasants. Ironically, once the Communist Party got power, the two gaps

3 A domestic-manufactured hand watch would cost a rural adult male worker’s whole year earnings from a
production brigade in 1970s.
* City women would never want to marry rural men because they are peasants and hence the underclass folks.

10
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were not removed at all but deepened and widened to their extremes. The severest social
and economic inequality in China (even up to the twenty first century) is between the rural

and the urban.

1.2 Economic reform and rural non-farm activities since the late 1970’s

onwards

While Chinese peasants were fastened tightly to the land and firmly confined to their
native villages by collectivised agriculture and the hukou system, urban residents, although
they enjoyed a series of social benefits inaccessible to peasants, were also tied to their
working units either state-owned or collective-owned. Consequently, there wasn’t any
labour mobility from rural to urban even between different cities or different production
teams. Additionally, the majority of consumer products were rationed and nearly all capital
goods were centrally allocated. The collective agriculture led to inefficient farming,
poverty of rural residents and countrywide food shortage (Zhu, 1991). The state-owned
industrial sector caused diminished work incentives for employees, low efficiency, great
shortages of needed industrial and consumer products on the one hand, and stockpiles of
unwanted ones on the other. By the 1970s, the centralised planned economy had reached a
stage of collapse.

Embroiled in such a severe economic crisis, in the late 1970s Chinese Communist
government headed by Deng Xiaoping, decided to begin economic reform and to open the
door to the world. At the early stage of economic reform, nobody knew how to carry it out,

where to start, etc. This was why Deng Xiaoping said that economic reform is like
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crossing a river by groping for stones.’ Hence, they were very cautious and hence adopted
a step-by-step strategy. Chinese economic reform has been greatly deepened during last
two decades, accelerated by the recent China re-joining WTO, but is still far from
complete. In the hindsight the Chinese style of economic reform is to gradually abolish or
abandon centralised planned institutional arrangements designed for the heavy industry
development strategy in order to let market function and to leave individuals alone to
pursue their economic interests. In the rest of this section we investigate how the old

institutional arrangements were abolished gradually.

Abolition of collectivised agriculture. Facing a serious nationwide food shortage
and the poverty of peasants, the Chinese government started economic reform by
abolishing collectivised agriculture. The milestone of Chinese economic reform was the
Third Plenary Session of the 11th Central Committee of Chinese Communist Party (CCP)
held in December 1978. During this meeting, three decisions were made on rural
development: (1) to encourage ‘the simultaneous development of farming, forestry, animal
husbandry, sideline occupations, and fishery’; (2) to allow the individual economy greater
flexibility to develop in rural areas; and (3) to promote the vigorous and systematic

development of commune and brigade enterprises (CBEsé) (Ho, 1994: 21).

* Deng Xiaoping’s theory has been written into the constitution of the Chinese Communist Party. The theory
is comprehensive and practical. It was summarised as the famous ‘3 M theory’. The first ‘M’ proposed by Mr
Deng in the 1950s was that no matter white or black, a cat is a good cat if it can catch mice. Cats in the
Chinese are called ‘Mao’. This is why the first M is also dubbed as ‘Mao (cat) theory’. The second ‘M’ is just
‘economic reform is like crossing a river by groping stones.” ‘Groping’ translated into Chinese is ‘Mo’. This
formed ‘Mo (groping stone) theory’. The third ‘M’ was put forward by Mr Deng in the early 1990s, which is
that do not ask whether it is socialist or capitalist in the process of economic reform and construction. ‘Do not
ask’ translated into Chinese is ‘Mowen’ which formed ‘Mowen (don’t ask) theory’. The Mowen (don’t ask)
theory completely cleared all the ideological obstacles that blocked the Chinese economic reform in the early
1990s and afterwards.

® The CBEs were rural non-farm enterprises owned either by the communes or by production brigades. The
existence of CBEs can be traced far back to the Great Leap Forward period. Their objective was supporting
agricultural production. Apart from this, any other collective non-farm activities were not encouraged or
permitted in order not to divert resources from heavy industry. Most of the CBEs were not based on China's

12
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Later a series of more radical reform measures were carried out, namely the
abolition of collectivised agriculture and the countrywide implementation of the
Household Production Responsibility System (HPRS) that returned the land to rural
households on the basis of long term lease. Institutionally, by 1983 the People’s
Communes and production brigades and production teams were replaced by township and
village.” Then collectivised agriculture was completely supplanted by household farming.
The farmers’ responsibility was that they turn over a percentage of their output to the state.
After meeting the state’s target they can freely deal with the rest of their harvest.

The results of the rural reform were remarkable. First, there was a very rapid
increase in agricultural productivity, grain output, peasants’ income and savings in the
early years of reform. Grain output rose from 304.8 million tons of 1978 to 379.1 million
tons of 1985 and further to 504.5 million tons of 1996 (State Statistic Bureau, 1997: 383).
In the mean time, the urban-rural income per capita ratio fell from 2.36 of 1978 to 1.88 of
1985 (Table 1.2). This was the only period when peasants’ life was improved relatively to
urban residents since the People’s Republic was founded. Second, it was revealed that

there was a vast amount of rural surplus labourers released from collective agriculture.

comparative advantages, i.e. abundant labour. Due to poor management and no incentive for working hard,
the majority of the CBEs were economically and technically inefficient, particularly in the period of the
Great Leap Forward. Detailed information about the CBEs is presented in Table 1.1.

7 The Chinese administrative regime has various levels: central government, province, county, township
(formerly commune), and village (formerly production brigade). They vary greatly in group size: in 1988,
rural population per county averaged 364,000, per province 28 millions (Knight & Li, 1997). The typical
township has a population of 15,000-30,000. Villages generally have a population of 1,000-2,000 (Byrd &
Lin, 1990: 3). In China "rural" refers to only townships and villages, i.e., county cities are excluded. "Rural"
is not strictly a spatial definition, but a combined spatial-ownership-level concept (Ho, 1994: 7). There are
three levels of rural communities in China. The township, now the lowest level in China's administrative
hierarchy, has an articulated government structure. The village is not a separate level of government but has
governmental functions and a community structure. The production team (village’s small group) is purely a
community structure, having lost most of its administrative functions as a result of the implementation of the
household production responsibility system in agriculture in the early 1980s. The general term of community
government is used to refer to authorities at all the three levels (Byrd & Lin, 1990: 3).
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Relaxation of state control over industrial and commercial sectors. At the same
time as abolishing collectivised agriculture, the Chinese government also gradually relaxed
control over industrial and commercial sectors in the period 1979-1984. As long as they
had the permission of the brigade, individuals were permitted to operate all industrial,
handicraft, commercial, food and beverage, services, repairs, transport and house
renovation (Ho, 1994: 22). In the terminology used by Chinese authorities, "individual”
enterprises refer to those employing less than eight workers. Establishments employing
eight or more workers are termed "private" (Li, 1995). Rural free trade market was also
sanctioned. Apart from mainly serving agricultural production and local needs, the CBEs
were allowed to run construction teams in urban areas and to serve the needs of large-scale
industry and to export. By 1983 peasants were permitted to conduct trade of selected
goods between counties and between provinces after they met their contribution to the
state (Sun, 1992: 450). By 1984 rural private enterprises were formally recognised and
peasants were authorised to own motor vehicles and boats, and to engage in transportation
services (Ho, 1994: 23).

During the period from late 1978 to 1984, government policies towards non-farm
activities or rural enterprises were in the process of deregulation. From 1985 onwards, the
objective of the governmental policies entered a stage of improving, modernising and
pushing rural enterprises forward to the international market. The slight recession
following the 1989 Tiananmen Event was turned into a boom by Deng Xiaoping’s
southern speech in the spring of 1992 (Footnote 5). What’s more, the Deng Xiaoping’s
southern speech cleared all the ideological obstacles that had blocked Chinese economic
reforms before.

The series of reforms of the agricultural sector and rural non-farm activities resulted

in a tremendous development of rural enterprises. By 1995, township and village
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enterprises (TVEs) employed 129 million rural labourers which was more than the
state-owned sector did (in the same year, the state-owned sector’s employment and total
urban employment were 112.6 million and 173 million respectively) (State Statistic
Bureau, 1996). In the same year, TVEs’ industrial gross output value accounted for 56% of

Chinese total’s (State Statistic Bureau, 1996).

Relaxation of the hukou system and rural-urban migration. The fact that
peasants are allowed to run businesses in urban areas and to trade between rural and urban
areas, even across provinces, was an actual relaxation of the hukou system and rural-urban
migration control. By 1984, rural residents were formally permitted to migrate to small
towns below the level of county cities with a move of hukou as long as they took full
responsibility for their own food quota (Gao, 1997). Also in the 1980s, state-owned
enterprises were given certain autonomous powers in the recruitment of labour. At the
same time, the SOEs found out that use of temporary workers helped them to cut costs.
However, number of migrant workers employed by SOEs was capped by municipal labour
departments in order to control rural-urban migration (Solinger, 1999: 51).

Having considered the institutional deregulation of rural-urban migration, we now
look at how the ‘pull’ factors affecting rural-urban migration. Income gaps represented by
the ratio of urban to rural income per capita (in the range 1.88 to 3.30) have existed
throughout the period (Table 1.2). Besides, the high quality of urban life has always been
the dream of Chinese peasants. What’s more, the central government’s special economic
treatment of the southeast coastal region and foreign investment as consequence of the
open door policy led to rapid economic growth of the region. This generated an urgent
need for a low-paid and flexible labour force (Solinger, 1999: 47). Additionally, the

nationwide fast-growing non-state and foreign-owned industrial and service sectors have
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become major suppliers of jobs for both the urban-born labour forces® and rural-urban
migrants. Of these jobs, some in the service sector such as fresh food suppliers, dirty
menial workers, family servants and all sorts of others sometimes could only filled by
migrants because urban dwellers are ashamed of these jobs. In other words, the relaxation
of the hukou system or rural-urban migration control as well as the huge labour demand
caused by the economic reform and open door policies resulted in rural-urban human
migration on a scale unprecedented in the whole Chinese history. By the mid-1990s, the
number of rural-urban migrants were about 70 million (Solinger, 1999: 18). In 2001, 88
million rural-urban migrants worked more than three months in urban areas (Zeng, 2002).
The 1999 urban household surveys conducted by Chinese Academy of Social Sciences
(CASS) show that 88.5 percent of rural-urban migrants were self-employed or employed
in the non-state sector. Certainly, this super-large scale of rural-urban migration was also
driven by a ‘push’ factor, namely, the enormous amount of surplus rural labourers released
by the abolition of collectivised agriculture and the return of land to rural households.
However, up to now it is still extremely difficult for rural-urban migrants to get

urban hukou. In other words, rural-urban migrants are still kept on a temporary basis.

The effect of the economic reform on the human development institutional
arrangements (HDIAs). Although rural peasants are allowed to work and live in cities,
they still can’t get access to urban hukou and any urban HDIAs, such as free medical care
and free education for children. Moreover, rural-urban migrants’ children were even not
allowed attending any urban state schools unless their parents pay a lump some of money,

whereas children with urban Aukou get free school education. Apparently, few migrants

® The domestic non-state-owned and foreign-owned sectors employed 44.7 percent of the whole urban labour
force in 1995, whereas the corresponding figure in 1978 was 21.7 percent (Table 1.2). Note these statistics
reported by the Chinese Sate Statistic Bureau are only concerned with workers who have urban hukou.
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could afford that amount of money. What’s more astonishing is that private low-cost
schools aiming at providing education for rural-urban migrants’ children are not
sanctioned to exist. In short, people without urban Aukou are still extremely discriminated
against. In general, the urban-rural segmented, divided and urban-biased HDIAs still
remain largely unchanged after the reform; those high quality HDIAs enjoyed by people
with urban hukou especially the state employees are still funded by the state budget,
whereas those much weaker and worsening HDIAs available to peasants still have to be
financed by the poor local townships and villages; peasants stil/ can’t get any financial aid
from the central state budget to finance and improve their HDIAs although they have been
paying tax to the central state budget all the time.

In detail, the abolition of the collectivised agriculture led to the collapse of the free
medical care system to rural residents. The commune health centres are replaced by the
township clinics, which charge for any services; the ‘barefoot doctors’ have become
village medicine men, who survive by providing some basic medical needs as well as
selling medicine to locals. Fortunately, the nine-year compulsory school education system

still exists and is protected by the state legislation, although it is financed locally.

Rural surplus labour. As of 1995 rural China was endowed with 450 million
labourers (Table 1.2) but only 94.97 million hectares of cultivable land (0.211 hectares per
rural labour) (the State Statistical Bureau, 1997: 368). The average arable land per rural
labour was less than a third of the world average. The existence of surplus labour in rural
China is supported by the following evidence. From 1978 to 1996, the country’s grain
output increased 66 percent (from 304.8 to 504.5 million tons), whereas during the same
period the number of rural labourers engaged in agriculture only rose by 13 percent (from

284.6 to 322.6 million) (Table 1.1). Note that also in the same period, the rural labour force
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has risen by 47.82 percent (from 306.38 million to 452.88 million) (Table 1.1). By 1995,
29 percent of rural labourers had moved off-farm without affecting agricultural activities
negatively at all (Table 1.2). Were it not for more than a hundred million rural labourers
going off-farm, Chinese agricultural productivity of labour would have been reduced by
41% even without considering how much the income level of rural residents had been
raised by the earnings of those going off-farm.

Despite its importance, Chinese official statistics did not provide any information
about rural-urban migrants. It is commonly estimated that there were about 70 million
rural-urban migrants in the mid-1990s across China (Solinger, 1999: 18). There shouldn’t
be any doubt about the number of total rural labour force. Besides, the number for rural
labourers who engaged in local non-farm activities also should not have problem because
the government had a good statistics for them since the mid-1980s. Thus, surprisingly, the
numbers about rural labour force would not add up had rural-urban migrants been taken
into account. Consequently, the problem might exist in the official statistics about the
number of rural labour engaged in agriculture. Because the Chinese government had not
begun collecting information about rural-urban migrants at the village level, out-migrants
might be classified as agricultural workers. If this were the case, the number of rural
labourers involved in agriculture in 1995 would be about 250 million instead of 322.6
million, and hence the rural labour force in agriculture would have fallen by about 11
percent compared to the counterpart figure of 1978. Therefore, it might be a picture that,
during the period of 1978 to 1995, China witnessed grain output increasing enormously but
the labour force involved in agriculture decreased continuously, with about 45 percent
(about 200 million) of rural labour force going off-farm. Note that Chinese agriculture has

been run on the basis of household farming, which means that rural labourers going off-
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farm is an instance of individual or household behaviour without intervention from the
state.

Previous studies (Knight & Song, 1997; Cook, 1999; Song, 2000) showed that the
returns to labour in non-farm activities were much higher than in household farming. This
microeconomic evidence suggested that there is still room for Chinese rural labourers to go
off-farm. Meanwhile, the urban-rural income gap has continuously risen since the mid-
1980s. This economic factor will continuously attract more rural-urban migration.
However, non-farm opportunities either in cities or in villages are constrained by the

demand side rather than by the supply side.

The new development of Chinese economic reform since the mid-1990s. Since
the mid-1990s, Chinese economic growth rate has fallen from two digits to single digits
due to weak market demand. To maintain an annual 7 percent growth rate, the Chinese
government has been struggling by launching a number of public infrastructural
construction projects financed by a state budget deficit on a large scale. At the same time,
there is nationwide deflation. Nonetheless, a more radical reform known as xia gang was
launched by the Zhu Rongji cabinet (which came into office in 1998) aiming at improving
state-owned enterprise efficiency by reducing over-manning. As a consequence of the
massive retrenchment of workers by many SOEs (state-owned enterprises), considerable
pressure has been put upon labour market throughout urban areas across the whole country
(Appleton et al., 2001 & 2002). The xia gang policy has led to tighter controls on migrants,
aimed at restricting their numbers and in this way assisting retrenched urban workers.

Also since the mid-1990s, the Chinese government has altered its stance on the
ownership of rural enterprises. Most TVEs (township and village enterprises) have now

been privatised (Oi, 1999; Fong, 1999), and this would tend to lessen the degree of overt
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political considerations at work. At the same time, the imperative of finding off-farm
sources of employment has intensified in the countryside. This is partly because of the
stagnation of agriculture; in fact, the sector has not experienced much recent growth
following the dramatic success in raising grain production immediately brought about by
the 1978 reform (Oi, 1999). By the 1990s, urban-rural income inequality measured by the
ratio of urban-rural income per capita had regressed to the pre-reform level (Table 1.2;
Yao & Zhu, 1998; Yao, 1999(b)). In addition, many local governments now levy punitive
— and notoriously arbitrary - taxes and ‘fees’ upon both rural enterprises and individual
residents. Another worrying trend is that after a period of explosive growth, over the last
few years, rural off-farm enterprises have entered a phase of consolidation and even begun
to experience recession (Oi, 1999).

Rather than boosting market demand, China’s recent entry into WTO would strip off
the state protection against cheap and high quality grain imports, and end state-subsidies of
grain exports. Certainly, this is not good news to the peasants who struggle on grain

farming (Hua & Liu, 2002).

1.3 Issues and related theories

The task of this section is to outline the issues relevant to rural household income
generating activities and to review the related theories. These issues and the related

theories constitute the themes of this thesis.

1.3.1 Surplus labour and rural-urban migration
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As we have seen from the last two sections that, a fundamental issue haunting China
has been its enormous amount of surplus labour. All economic or social studies about
China can not avoid this profound issue. In other words, it is a starting point for a study of

rural household income generating activities on which this thesis is focused.

Lewis (1954) dual model is about the development process of countries with surplus
labour. Accordingly, in some less-developed countries (LDCs) where ‘population is so
large relatively to capital and natural resources,’ there are two economic sectors with an
‘unlimited supply of labour’. One is ‘traditional’ sector in which labourers are essentially
self-employed either in peasant household farming or petty trade. The motive for
employment, either self-employed or hired, is mainly for consumption. The price of labour
is based on the subsistence level. The other is the ‘capitalist’ sector, in which the
exogenously given real wage exceeds earnings available in the ‘traditional’ sector and
employment is constrained by the demand side rather than the supply side. Given the wage
and technology, the capital-labour ratio and the profit rate are determined by profit
maximization; meanwhile the scale of the capital stock determines the employment level in
the ‘capitalist’ sector. In this logic, the continuous expansion of demand for labour
wouldn’t drive up the real wage, because the labour reservoir formed by the surplus labour
or disguised unemployment and the urban unemployed would not be exhausted until the
economy graduated from the class of ‘developing’.

What the Lewis dual model said seems largely in accordance with China’s
experience after reform. For example, 45 percent of her 450 million rural labour force has
gone off-farm either locally or by rural-urban migration; the difference in returns to labour
between non-farm activities and farming would continuously drag labour off-farm; and the

existence of big urban-rural income gaps would steadily pull labour out of the countryside
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(Section 1.2). Besides, according to the Lewis theory, surplus labour will exist and rural-
urban migration will continue until China is transformed into a developed country.
Although unskilled workers’ real wage rate would not rise, the wage rate of skilled
workers especially those with international recognised skills certainly would go up since
their supply is by no means ‘unlimited’. Therefore, perhaps only the supply of unskilled

labour (especially rural-urban migrants) is perfectly elastic.

In the field of rural-urban migration, the dominant model was proposed by Todaro
(1969) and Harris and Todaro (1970). According to the Harris-Todaro model, migration
is a phenomenon of economic disequilibrium, and workers migrate between sectors until
expected incomes are equal. An individual’s decision to migrate from rural to urban
depends on the real urban-rural income difference and the probability of obtaining an
urban job. The key institutional assumptions of the Harris-Todaro model include: the rural
labour market is competitive; the urban formal sector (formed by modern manufacturing
firms) hires labour at a wage higher than market-clearing level (imposed by trade unions or
government policy); only urban residents can apply for jobs in urban formal sector; along
aside the urban formal sector, there is an urban informal sector in which both urban
residents and rural-urban migrants could make living. A typical migrant can be viewed as
arriving in the urban area and joining a large pool of unemployed and underemployed
workers in the urban informal sector. The probability of obtaining a job in the urban formal
sector is defined as the number of modern sector vacancies divided by the number of job
seekers in the urban area. The Harris-Todaro model argued that, because expected urban
income is defined in terms of wage and employment probability, rural-urban migration will

not stop in spite of the existence of sizeable rates of urban unemployment.
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In fact, once the fixed wage assumption of the Harris-Todaro model is relaxed, the
migration equilibrium still looks as the conventional Harris-Todaro model (Bardhan &
Udry, 1999: 55).

Except for the competitive rural labour market, the Harris-Todaro model’s
institutional assumptions suit the urban sector of the after-reform China well. Indeed, there
are formal and informal sectors. Only urban residents (residents with urban hukou) can
apply for a job in the formal sector that is largely controlled by government. The majority
of the rural-urban migrants are employed or self-employed in the informal sector. In spite

of this, rural surplus labours have continue migrating to urban sector.

1.3.2 The double character of the rural household

The main economic units in the after-reform rural China are households. This thesis
examines rural income generating activities from the perspective of the rural households.

Thus, theories about the rural households are key to the analysis.

A typical rural household is characterised by its being a family and an enterprise, a
consumer and a producer at the same time. The earliest model concerning the rural
household is Chayanov’s (1925) peasant household model. According to Chayanov
model, a peasant household maximises its utility. Chayanov’s main assumptions are: (a)
there is no market for labour; (b) farm output can be retained for home consumption or
sold in the market, and is valued at the market price; (c) all peasant households have
flexible access to land for cultivation; (d) each peasant community has a social norm

regarding the minimum acceptable consumption level. Combining the characteristics of
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