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Executive Summary

ver the past 40 years, the number of people in China with incomes below US$ 1.9
per day—the International Poverty Line as defined by the World Bank to track global
extreme poverty—has fallen by close to 800 million. With this, China has contrib-
uted to almost 75 percent of the global reduction in the number of people living in extreme
poverty. In 2021, China declared that it has eradicated extreme poverty according to the national
poverty threshold, lifting 770 million people out of poverty since 1978, and that it has built a
“moderately prosperous society in all respects”. Whether measured with the international or
national poverty line, the speed and scale of China’s poverty reduction is historically unprec-
edented. Although China has eradicated extreme poverty, a significant number of people remain
vulnerable with incomes below a threshold more typically used to define poverty in upper-mid-
dle income countries. China has set a new goal of achieving significant progress towards com-
mon prosperity by 2035. While no particular income target or poverty threshold is attached to
this goal, it can help keep the policy focus on the vulnerable population over the coming decade.
The synthesis report aims to explore the key drivers for China’s poverty alleviation achieve-
ments in the past 40 year and to consider the lessons of China’s experience for other devel-
oping countries. In addition, suggestions for China’s future policies are put forward. China’s
approach to poverty reduction was based on two pillars (see figure below). The first pillar
aimed for broad-based economic transformation to open new economic opportunities and raise
average incomes. The second was the recognition that targeted support was nonetheless needed
to alleviate persistent poverty; support was initially provided to areas disadvantaged by geog-
raphy and the lack of opportunities and later to individual households. The success of China’s
economic development and the associated reduction of poverty benefited from effective gov-
ernance, which helped coordinate multiple government agencies and induce cooperation from
non-government stakeholders. To illustrate the role of broad-based economic transformation
for poverty alleviation, separate sections of the report analyze respectively growing agricultural
productivity, incremental industrialization, managed urbanization and rural-to-urban migra-
tion, and the role of infrastructure. The evolution of China’s approach to poverty alleviation,
from place-based to country-wide social protection policies, and the targeted poverty allevia-
tion strategy under implementation since 2012 are also reviewed.
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China’s poverty reduction story is primarily a growth story. China’s rapid and sustained
economic growth has been accompanied by a broad-based economic transformation. Reforms
began in the agricultural sector, where the poor could benefit directly from improvements in
productivity associated with the introduction of market incentives. The development of low
skilled labor-intensive industries provided a source of employment for workers released from
agriculture. Urbanization helped migrants take advantage of the new opportunities in the cities
and migrant transfers boosted incomes of their relatives remaining in the villages. Public invest-
ment in infrastructure improved living conditions in rural areas but also connected them with
urban and export markets. Reforms in all these areas were incremental, which may have helped
businesses and the population adjust to the rapid pace of change. Government policies targeted
specifically to poverty reduction have also played an important role in improving the lives of the
poor in rural areas, particularly after the poverty headcount dropped below 10 percent of the
rural population and contributed to the eradication of extreme poverty by 2020.

China’s success in poverty reduction was supported by effective governance. Like its East
Asian peers, China has been endowed with a capable and effective government, able to cred-
ibly commit to the target of poverty reduction, facilitate inter-agency coordination within and
across various levels of government in implementing policies, and mobilize non-government
stakeholders to cooperate in achieving policy objectives. The institutional arrangements China
developed to deliver outcomes were shaped by its specific context. Thus, China’s size neces-
sitated decentralized implementation arrangements, with significant scope for local experi-
mentation, and a high degree of competition among local governments. To achieve coherence,
however, local experimentation was subject to strong monitoring and accountability between
levels of government, with high powered administrative incentives for public officials.

Rapid economic growth since the launch of reform and opening up in 1978 can partially be
attributed to favorable initial conditions, including a relatively well-educated and healthy popu-
lation, low fertility rates, a high saving rates, and equitable land distribution. China shared
some of these characteristics with other fast-growing economies, particularly those in East
Asia, and to some extent the pace of poverty reduction since 1980 reflects China catching up
with regional peers. Key elements of China’s reform and opening up policies also mirrored
those adopted in high growth economies elsewhere. These include an emphasis on human capi-
tal accumulation, outward orientation, public investments in infrastructure, macroeconomic
stability, and structural policies generally consistent with comparative advantages and support-
ive of competition.

Targeted
poverty
alleviation
strategy
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The eradication of extreme poverty is not the end of China’s poverty reduction agenda.
Instead, the focus will now need to shift towards closing remaining gaps in access to quality
services, addressing persistent inequality of incomes and economic opportunities, and mitigat-
ing the risks for the most vulnerable associated with the expected continued economic trans-
formation towards a greener, more urban and more service-oriented economy. Adjusting the
national poverty threshold once again to reflect China’s rising income level could be part of a
new policy framework leading the country towards the goal of common prosperity by 2035.
The further integration of targeted poverty reduction measures with China’s social protection
system would help ensure that all those vulnerable receive adequate support and limit the risk
that some may unduly benefit more than others. Many of these priorities are reflected in the
2021 Government Work Report! with specific actions to be developed during the implementa-
tion of the 14™ Five Year Plan.

Finally, this review of China’s poverty reduction experience leaves a number of questions
open for further research. First, the interplay between poverty reduction and growth deserves
further analysis to understand to what extent poverty reduction measures may in turn help
backward areas grow faster and help the poor participate in economic activities. This could be
of relevance, for example, for other middle-income countries with pockets of poverty. Second,
a deeper analysis of China’s use of policy experimentation at the local level combined with high
powered performance incentives may contribute to our understanding of models of decentral-
ization and public service delivery. Third, an evaluation of China’s targeted poverty alleviation
experience in recent years would benefit from further analysis of individual policy interventions
and their interactions to better understand not just the effectiveness but also the efficiency and
sustainability of the program. An analysis of the costs and benefits of policy intervention would
also be warranted in a broader sense, helping to systematically account (suan da zhang in the
Chinese term) for factors such as the impact of infrastructure investments on poverty reduction
or the merits of the hukou system and the managed urbanization policies. In all these areas,
active exchanges between researchers within and outside of China, and between academics and
policy makers should be encouraged, and the data needed for high standard empirical work
should be made more widely available. This will help ensure that China’s poverty reduction
achievements get the attention and understanding that they deserve.

Note
1. http://www.xinhuanet.com/english/download/2021-3-12/report2021.pdf



Introduction

hina’s economic growth and poverty reduction over the past 40 years are historically

unprecedented both in speed and scale. Between 1978 and 2019, the proportion of

people living in poverty -as per the national 2010 standard- fell from 97.5 to 0.6 percent
of the rural population (Figure 1.1, left panel).! The poverty headcount dropped from 770 to
5.5 million people,? that is 765 million fewer poor people after four decades. In other words,
on average, per year there were 19 million fewer poor people over 40 years (with an average
decline of 2.4 percentage point per year). Measured by the $1.90 poverty line (2011 Purchasing
Power Parity, PPP), the headcount rate dropped from 88.1 percent in 1981 to 0.3 percent by the
end of 2018. The total population lifted out of poverty was near 800 million over this period.
If one considers higher poverty lines, such as those typically used in lower-middle and upper-
middle income countries, poverty in China declined rapidly and continuously as well—albeit
more slowly than using the national standard (Figure 1.1, right panel). On February 25, 2021,
the government announced that it had reached its goal of eliminating rural extreme poverty.3

Decades of progress in China are also reflected in substantial improvements in other mea-
sures of well-being. At the start of reforms in 1978, life expectancy at birth at 66 years already
far exceeded that of other developing countries (UNDP 2019), placing the country in a favor-
able starting position. Health outcomes continued to improve over the four subsequent decades,
with life expectancy reaching 77 years by 2019, and the infant mortality rate dropping from
52 in 1978 to 6.8 per thousand infants in 2019 (World Development Indicators, WDI). Edu-
cation achievements in China were also relatively higher than in its peers prior to 1978 and
progressed further since, as the country universalized basic and secondary education. By 2010,
China had reached 88 percent enrolment in secondary education, closing the gap with upper-
middle income countries such as Brazil and South Africa, despite having still considerably
lower GDP per capita. The share of adults that completed lower secondary almost tripled from
22.8 percent in 1982 to 65.3 percent in 2010 (WDI).

Taken together, improvements in health, education and income over the four decades are
reflected in China’s rising position in the ranking of the Human Development Index from 106
(out of 144 countries) in 1990 to 85 (out of 189 countries) in 2019, and the narrowing of the
gaps with other large developing countries (UNDP 2019). Multidimensional (non-monetary)
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FIGURE 1.1 Poverty reduction in China over the past 40 years based on the 2010 poverty standard

1978-2019 (left) and based on international poverty lines, 1981-2018 (right)
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$2.30 per person per day, 2011 Purchasing Power Parity. Right: based on PovcalNet 1981-2018, based on NBS grouped data. The $1.90/day is the international poverty
line, the $3.20/day line is typical of lower-middle income countries, and the $5.50/day line is typical of upper-middle income countries.

poverty has also improved over the past decades. According to the UNDP’s multidimensional
poverty measure, the share of poor people fell from 12.5 percent in 2002 to 3.9 in 2014 (UNDP
2020).

China’s eradication of extreme poverty is of global importance. Its achievement in poverty
reduction helped the world achieve the Millennium Development Goals set for 20135. In the five
years since then, China has achieved the first UN Sustainable Development Goal, target 1.1.
of eradicating extreme poverty ten years ahead of schedule. Between 1981 and 2017, using the
international poverty line ($1.90 per person per day, 2011 PPP), on average, there were almost
34 million fewer poor people in the world each year, with 24 million on them coming from
China. China alone accounts for almost three quarters of the total reduction in global extreme
poverty in that period (Figure 1.2). The pace of poverty reduction in China has been consis-
tently faster than in the rest of the world, considered as a whole.

The present report reviews China’s poverty reduction practices and experience over the past
four decades and depicts the major driving forces behind it. It does so by combining new quan-
titative and qualitative analyses and a review of the existing literature.* The qualitative analyses
include in-depth interviews with households, as well as representatives of villages, enterprises
and county officials from two sample counties-Guyuan county (now Yuanzhou District) of
Ningxia Hui Autonomous Region and Yongjia County of Zhejiang Province, that help bet-
ter understand the effects of policies, considering the voices of those engaged in both policy
making and policy implementation. Besides, this study also discusses China’s post-2020 anti-
poverty policies. Unlike most other countries in the world, poverty in China is officially defined
only for rural areas, as the share of the urban poor has traditionally been very small.’ Follow-
ing the official definition, the report focuses primarily on factors that improved the living stan-
dards of rural households. It is intended to inform audiences in other countries about China’s
efforts and motivate future policy reforms in China itself (including China’s rapidly increasing
development aid to low-income countries).



INTRODUCTION

The report is structured as follows. Sec-
tion 2 describes the relationship between eco-
nomic growth and poverty reduction over the
four decades since 1978 and shows the con-
tribution to poverty reduction of each house-
hold income component to set the scene for
the rest of the report. Section 3 addresses the
drivers of broad-based economic transforma-
tion, namely, growing agricultural productiv-
ity, incremental industrialization, managed
urbanization and rural-to-urban migration,
and the supportive role of infrastructure in
that process. Section 4 summarizes the role
of poverty alleviation strategies and pro-
grams over the years, including development-
oriented area-based poverty programs, social
protection policies, and the recent targeted

FIGURE 1.2 China accounts for almost three quarters of global
extreme poverty reduction since 1981
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Sources: Lugo et al. (2021), based on PovcalNet adapted from World Bank (2018a).

poverty alleviation strategy. Section 5 considers the implications of China’s experience of pov-

erty reduction for a global audience, while section 6 provides a reflection on themes that are

likely to shape the debate over poverty reduction in China going forward. Section 7 provides

conclusions.

Notes

1. Poverty in China is defined only among rural population, reflecting a longstanding view that in China

poverty is “fundamentally a rural phenomenon”, as the share of the urban poor tends to be very small
(Naughton 2018). For comparability over time, poverty is measured using a poverty line known as the
2010 Poverty standard’ (2,300 RMB/year in 2010), reported by National Bureau of Statistics (NBS)
Statistical Yearbook. Yet, it should be noted that two other standards have been used in the past, the
1978 standard (206 RMB/year in 1985) and the 2008 standard (865 RMB/year in 2000) that were
more relevant at the time given the country’s level of income. Using these lower lines, poverty has fol-
lowed a similar pattern of continued decline, although they indicate a more noticeable slowdown in
poverty reduction towards the end of the 1990s and into the mid-2000s.

. Number of poor as reported in 2019 Yearbook. The calculation of number of poor considers also the

population residing in urban areas but with rural Hukou, consistent with the sampling frame used by
the Rural Household Survey up until 2012.
https://apnews.com/article/china-celebrates-end-extreme-poverty-1449b5dc8a48483af847f
4c38{64c326

. The literature of China’s poverty reduction is large both in Chinese and English. This overview does

not aim to be a complete survey of this literature. We nonetheless aim to show where a broad consen-
sus has been established on the drivers of China’s poverty reduction and where the debate remains
open and where additional work is needed.

For instance, Chen and Ravallion (2020) estimate that, once cost-of-living differences are accounted
for, income poverty in 1985, based on the poverty standard at the time, was less than 1 percent in
urban areas, compared to 24 percent in rural areas.



Forty Years of Rural Poverty
Reduction’

hina’s poverty reduction story since the late 1970s is fundamentally a growth story.

This was complemented particularly in more recent years by targeted poverty reduc-

tion policies and programs. From 1978 to 2020, per capita GDP grew 8.2 percent per
year on average while the poverty rate fell by 2.3 percentage point per year.? Economy-wide
policies implemented since 1978 spurred rapid economic growth, improving agricultural
productivity, and expanding non-agricultural sectors, which created more and better pay-
ing jobs. Accompanied by accelerated demographic transition, increased migration from
rural to urban areas and the significant expansion in access to physical infrastructure as
well as education and healthcare, the process of structural change allowed the poor to take
advantage of emerging economic opportunities. In the last decade, when the share of poor
people in rural areas fell below 10 percent, targeted poverty alleviation policies became
more important.

Rural poverty declined consistently over the four decades since 1978. Based on the offi-
cial 2010 poverty standard applied to the rural population only, on average, there were 18.7
million fewer poor people in China every year since 1978 (Table 2.1). The largest yearly
decline was in the 2000s, when economic growth reached almost 10 percent and close to
30 million people were lifted out of poverty every year. Poverty reduction continued strong
after 2010, even as economic growth slowed, thus reflecting a higher growth elasticity of
poverty. Since 2013, as the rural poverty rate fell below 10 percent, the annual average fall
in the number of poor people naturally declined at a time when per capita GDP growth also
slowed down.

For every percentage point of economic growth, rural poverty has declined on average
by 1.40 percent. High and sustained growth has brought significant income gains across
the distribution, making growth shared. However, China does not stand out in terms of the
efficiency with which growth was translated into poverty reduction (what is known as the
elasticity of poverty with respect to growth or the growth elasticity of poverty). Indeed, fast
growth came alongside increasing inequality, driven by rising urban-rural disparities as well as
across regions, and this reduced the effect of growth on poverty reduction at least until 2010.
The income-based Gini index rose from 30 in the mid-1980s to 49.1 in 2008, and then began
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TABLE 2.1 Poverty reduction between 1978 and 2019

Rural poverty

Change
Absolute decline Relative Per capita
decline GDP growth Growth semi
Headcount Rate (million per (percentage (percent, (percent, elasticity of
Year (million) (percentage) Period year) point per) annualized) annualized) poverty
1978 770 975
1990 658 735 1978-1990 -9.3 2.0 23 75 -0.27
2000 462 49.8 1990-2000 -19.6 24 -3.8 9.3 -0.26
2010 166 17.2 2000-2010 -29.7 =33 =101 99 -0.33
2013 82 8.5 2010-2013 =277 -29 —209 79 -0.37
2019 6 0.6 2013-2019 -12.8 =13 -35.7 6.3 -0.21
1978-2019 -18.7 24 -7 8.4 -0.28

Growth
elasticity of
poverty

—-0.31
-041
-1.02
-2.66
—5.64
-1.40

Source: Lugo et al. (2021), based on NBS Yearbook using 2010 standard for poverty rates, and World Development Indicators for GDP per capita growth

(constant 2010 USD $). Growth elasticity of poverty is the percentage change in poverty headcount rates associated with a one percentage point change in per

capita GDP. Semi elasticity is defined as the percentage point change in poverty headcount rate for a one percent change in per capita GDP.

to decrease.? Interpersonal disparities increased as the country moved to a market economy.
Had the distribution not changed between 1990 and 2010, poverty would have declined an
additional 6 percentage points (Figure 2.1, left panel). Once we control for inequality, the
growth elasticity of poverty is 2.7 in the case of per capita GDP, much higher than the -1.45
unconditional estimate (Lugo et al 2021).4

More than the ability to translate growth into poverty reduction, it was China’s sustained
fast growth that was unusual by international standards and that makes its poverty reduction
record stand out. Compared with other countries with data available for at least 20 years,
China’s semi-elasticity® of poverty with respect to economic growth, a statistic better suited to
make international comparisons when initial poverty rates differ widely, is fairly high though
other countries such as Pakistan, Indonesia, South Africa and Brazil, show significantly higher
levels. What makes China quite unique is its ability to continuously grow fast over several
decades as can be seen in Figure 2.1 (right panel).®

What drove poverty reduction in China? Based on a poverty decomposition exercise, that
describes the changes in poverty in terms of the associated changes in household incomes by
income sources, the following features emerge:

Starting from very high poverty headcount rates (over four-fifths of the total rural popula-
tion), the growth in agricultural incomes was initially the main driving force behind poverty
reduction. From a household perspective, rising labor income was the largest contributor to
poverty reduction between 1988 and 2007 (Figure 2.2). In the initial years, rising agricultural
productivity alone was the most important factor behind the change in poverty.” Real earnings
per unit of labor in the agricultural sector grew at an annual rate of 8 percent between 1988 to
1995, and a vast majority of the rural workforce (more than 4 out of 5) remained engaged in
agriculture.

Since the mid-1990s, the expansion of the non-agriculture sectors (in rural areas and
through migration to urban areas) and rapidly rising productivity and earnings per worker
started playing a more noticeable role in poverty reduction (Figure 2.2). As discussed later
in this report, evidence shows that the rise of Township and Village Enterprises (TVEs)
(Naughton 2007, Riskin 1987), government investment (Fan et al. 2004, 2005), the restruc-
turing of the industrial sector, and the movement of rural workers to urban jobs in coastal
areas were some of the key factors that contributed to family income growth and helped lift
millions out of poverty.
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FIGURE 2.1 Rapid economic growth drove poverty reduction
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inequality is declining.

FIGURE 2.2 Laborincome has been the largest driver of rural poverty reduction until 2013. Decomposition of poverty
changes by income sources
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Over the years, the regional contributions to poverty reduction shifted from Coastal
areas to the Western and Central regions. The establishment of Special Economic Zones and
the Coastal Development Strategy in the mid-1980s followed the government’s strategy to
develop the country’s more prosperous coastal provinces through boosting their participation
in international trade and foreign direct investment flows. By 1999, the Eastern region’s GDP
per capita was twice as high as in the rest of the country. Despite having a quarter of the poor
in 1995, the region contributed 40 percent to the total rural poverty reduction between 1995
and 2002, with 79 million fewer poor people.® In the 2000s, the government implemented
the Western Development Program to close regional gaps by directing considerable govern-
ment resources, including infrastructure investment, fiscal transfers and subsidies to lagging
regions (Fan et al. 2011). Consequently, the Western region accounted for 50 percent of the
total decline in rural poverty between 2002 and 2007 (while representing less than one quar-
ter of the country’s population).

Since 2013 rural poverty had fallen below 10 percent based on the 2010 official poverty
threshold and became increasingly concentrated in remote areas in the Western and Central
regions. For the remaining pockets of poor households, further poverty reduction was no lon-
ger driven by rising labor incomes but, instead, by the increasing role of private and public
transfers (Figure 2.2). Reallocation of employment out of agriculture and the growth of earn-
ings among those in the bottom quintile slowed. As migration to urban areas accelerated,
family transfers (remittances) became increasingly important to the relatively worse-off rural
households at the end of the 2000s. Basic education fees were also waived for rural households
since the mid-2000s. Moreover, a new rural collective medical scheme was piloted in 2002 and
scaled up in 2006.

Since 2009, the central government has strengthened social policy by extending the cover-
age of a basic non-contributory pension to rural areas and scaling up other social assistance
transfers, which were complemented after 2012 by additional cash and inkind support under
the targeted poverty alleviation campaign. Consequently, public transfers became increasingly
important in 2013-18 to lift the most deprived out of poverty. The share of public transfers in
total household income doubled (from 10 to 20 percent), driven by the increased coverage of
rural pensions, the introduction of universal health care with a basic reimbursement package
extended to rural areas, the expansion of social assistance, and social insurance and social
assistance benefits (albeit benefit levels remained low).

China’s demographic transition with falling dependency rates played a supporting role in
poverty reduction over the entire period. Starting from an already relatively low birth rate,
effective family planning interventions and the one-child policy introduced in 1982 (replaced
in 2016 by a general two-child policy and in 2020, by a three-child policy), as well as improved
health care together led to a further reduction in the dependency rate (Naughton 2018). As
birth rates declined, dependency rates fell sharply, increasing the share of working-age adults
that could potentially contribute with increased labor income, and thus drive poverty down.
The share of the working-age population (aged 15-59) rose from 58.6 percent in 1982 to
70.1 percent in 2010, while the dependency ratio fell from 62.6 percent to 34.2 percent, as the
share of children under 15 fell from 33.6 to 16.6 percent and the total fertility rate remained
well below 2 births per woman. After 2010, the trend reverted as the share of the elderly grew
more rapidly than the rest of the population. According to the 7 national census data released
in May 2021, the working-age population accounted for 63.3 percent in 2020 with a drop of
6.7 percentage points and the dependency ratio increased to 45.9 percent. Decomposition of
poverty changes by income components suggests that changes in the share of the adult popu-
lation (14 and above) contributed between 2 and 7 percentage points to poverty reduction
throughout the decades (Figure 2.2, left panel).
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Notes

1. Based on chapter 1 of the CIKD-led report (2022) and Lugo, Niu and Yemtsov (2021).

2. Based on NBS Yearbooks.

3. Income-based Gini index 1981-2001: Ravallion and Chen (2007) based on data provided by the
National Bureau of Statistics China (NBS). 2003-19 NBS Household Surveys Yearbook.

4. Whether high rates of economic growth could have been achieved without increases on inequality is
not clear. Indeed, the same forces that drove development may well lie behind the increasing inequali-
ties, creating incentives for some individuals and regions to invest more than others. Deng Xiaoping
thus famously said that “let some people get rich first”. Kuznets (1955) pointed to the likelihood that
inequality would increase during the process of development. This report does not aim to resolve this
point. Nonetheless the decomposition in Figure 2.1 is informative and shows that it was growth that
drove poverty reduction up until 2010, while rising inequality mitigated its effect.

5. Semi-elasticity is defined as percentage points reduction in poverty for every percentage point of eco-
nomic growth. China’s position in the ranking is similar if one considers semi-elasticities of mean
income, or elasticities of per capita GDP or mean income.

6. World Bank (2009) studied economies that grew over 7 percent per year for 25 years. China was
among the 13 economies that shared that characteristic. Brazil, Indonesia and South Africa (included
in figure 1.2) were also in the club. But at least among those for which poverty data is available for a
long period of time, and considering a longer time horizon, China is, indeed, an outlier.

7. See also, Ravallion and Chen (2007) and Montalvo and Ravallion (2010).

8. Ravallion and Chen (2007) show that that during the 1980s and 1990s coastal provinces have a sig-
nificantly higher rates of poverty reduction than inland provinces, even conditional on the initial level
of poverty and inequality.



Drivers of China’s Economic
Transformation and
Poverty Reduction

1l the standard elements of social and economic transformation are present in the case

of China: agricultural modernization, incremental industrialization and progressive

urbanization as well as domestic market integration thanks to expanding connectiv-
ity infrastructure. As in Lewis’ canonical dual economy model, China’s growth was driven
by the reallocation of labor from the low-productivity (‘traditional’) agricultural sector to the
higher-productivity (‘modern’) industrial sector (Lewis 1954). The country consistently created
non-agricultural jobs, drawing on its labor abundance in rural areas and increased demand for
goods and services in its cities as well as from the rest of the world. The process of economic
transformation was facilitated by sound macroeconomic management, and substantial public
investment in connectivity infrastructure, which supported the competitiveness of industries
and favored domestic market integration. Economic transformation coincided with a rapid
demographic transition, which translated rising labor productivity into sharp increases in per
capita incomes.

The drivers of economic growth shifted from agriculture to industry to services over time.
In the first two decades from 1980 to 2000, China’s rapid economic growth was largely driven
by growth in total factor productivity. The agricultural sector contributed less than 30 percent
of the overall GDP in 1978 but employed almost 70 percent of the labor force (Figure 3.1). The
reforms implemented under Deng Xiaoping’s leadership resulted in huge efficiency gains in
agriculture. This in turn made the reallocation of labor from agriculture to more productive
industrial and service jobs possible and drove further gains in total factor productivity (Zhu
2012). Human and physical capital accumulation further supported and sustained the gains in
income unleashed by the reform process.

After an initial explosion of growth in agriculture, with GDP growth peaking at 15 percent
in 1983, the epicenter of growth moved to industry from around the mid-1980s to the mid-
2010s. More recently, services have become the leading engine of growth. While total employ-
ment increased from 402 million in 1978 to 775 million in 2015, the share of agricultural
labor dropped from 69.6 percent to 18.3 percent (Cai 2017).! The rise in employment occurred
exclusively outside agriculture, fed by an expanding labor force. Services and manufacturing
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FIGURE 3.1 Rapid and sustained economic growth in China came about with fast economic transformation
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absorbed movers from agriculture and new entrants to the labor force with a net job creation
rate close to 10 million per annum (Li and Xing 2017). Cluster-based industrialization and
export-oriented manufacturing in coastal regions fueled by high investment absorbed surplus
rural labor nation-wide through migration and urbanization (Long and Zhang 2011).

To understand how China’s market oriented reforms and the opening up of the economy
could generate such a strong and sustained economic response, it is important to note that
China benefited from a set of initial conditions that set the country apart from other transition
economies in Eastern Europe and the former Soviet Union as well as other low-income coun-
tries in the developing world (Bardhan 2012, Ravallion 2009, World Bank 1997, and Sachs and
Woo 1994). Among others, these include the relatively low fertility rate, the widespread cover-
age of primary education, and the equal distribution of land.

Falling dependency ratios ensured that China’s period of economic reform coincided with a
rapid demographic transition, creating a large dividend, which contributed to poverty reduction
as noted above. The reduction in birth rates in China started in the mid-1960s, following the
adoption of family planning practices (such as the ‘wanxishao’). The expansion of education for
girls and the decline of infant mortality also contributed to the demographic transition (Lavely
and Freedman 1990, Harrell et al 2011). The fertility rate fell from 6.4 births per women in
1965 to 2.9 by 1978.

For a country with a level of per capita income among the lowest in the world, China’s
population in 1978 had relatively high human capital endowments. In 1949 only 7 percent of
those aged 15-64 had completed primary school in China.? Massive investment in education
and expansion of health care since 1950s resulted in real achievements: in 1978, the infant
mortality rate was 52 per 1000 births, less than half of the average in China’s income group,
life expectancy at birth at 66 years far exceeded that of other developing countries, the primary
school enrolment rate was 96 percent (S. Wang 2018), and the secondary school enrollment
rate was 49.9 percent. The share of adults that had completed lower secondary education had
tripled compared to 1949 to 22.8 percent (UNDP 2019). Human capital is widely recognized
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as a critical input for successful development (Bardhan 2013, Ravallion 2021).3 China’s strong
endowments in this area allowed its population to rapidly benefit from new economic opportu-
nities, once market reforms set in (Bikales, 2021).

Egalitarian land distribution also helped to share the benefits of agricultural growth. From
its planned economy period, China has inherited an equitable distribution of land: from 1949,
large-scale land reform was implemented, and more than 300 million landless peasants gained
access to land.* Land was both a productive asset, the value of which shot-up with the onset of
reforms, and a safety net that helped households to manage risks by cultivating their own gar-
den plots (Naughton 2007). Indeed, it has been argued that the initial equal distribution of land
played a key role in the success of poverty reduction in the early years of reform and opening-up
(e.g. Ravallion and Chen 2007).%

In other words, China could be considered relatively poor in 1978 given its initial condi-
tions, and thus the subsequent rapid pace of growth and poverty reduction reflected in part a
process of catching up to the country’s underlying economic opportunities. Alternatively, one
could look at the process of poverty reduction since 1978 as the combined effect of the reforms
introduced since then and the foundations laid in the decades before. This is important, because
it helps put the sheer scale and speed of China’s poverty reduction in perspective (Ravallion and
Chen, 2020). It does not lessen China’s achievement.

The next sections will present the main components of the economic transformation
(growing agricultural productivity, progressive industrialization, and managed urbaniza-
tion) supplemented with rapidly expanding infrastructure, focusing on the characteristics
that made them inclusive. The aim is not to examine all the factors that drove this transfor-
mation, but to highlight some key reforms and policies underlying it. A detailed analysis of
these reforms, their specific design, their political economy and thus replicability and the
lessons learned from China’s experience in each of these areas is beyond the scope of this
synthesis report.

Growing agricultural productivity: Higher incomes and
more choices®

As China’s poverty was concentrated in rural areas, in the first decades of reform, agricultural
development was the main driver of poverty reduction in China. According to some estimates,
agriculture’s contribution to the fall in poverty between 1978 and 2001 was four times that
of industry or services (Ravallion, 2009).” During this period, agricultural income per farmer
improved across all income segments of the rural population (Lugo et al 2021). The rise in
agricultural productivity contributed to poverty reduction through two main channels. First,
higher productivity led to increased farmer incomes. Second, it released surplus labor to other
sectors and urban areas. Thus, it allowed households to diversify income sources (and thereby
reduce households’ risk), and to take advantage of better paid non-agricultural labor opportu-
nities, locally and through migration.

There are several factors that lie behind the increases in agricultural productivity: the
deepening of rural land reform, the liberalization of the output market and price systems, the
gradual reduction of the tax burden and the shift to net agriculture subsidies, the massive
investment in mechanization, irrigation and use of modern inputs, and the marketization and
integration of agricultural production into value chains. There was also considerable effort to
spur the development of agricultural research and extension and connect it better to farming
practices. These factors are unpacked below.

First, China’s agricultural reforms started with land reform, which created incentives
for farmers to increase production and use land more efficiently. Under the collective eco-
nomic system in agriculture in place since 1953, land equitably distributed among farmer
households was transferred to the collective, all inputs provided by and all outputs given
to the collective. Agricultural adult workers were equally remunerated regardless of their
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actual contributions. Their incentives for production were consequently suppressed, result-
ing in long-term stagnation of agricultural productivity and widespread problems with food
shortages. In late 1978, Anhui Province piloted a new system whereby collectives would
contract farm households to deliver a certain production quota from their allocated land,
with the remaining output left for peasant households for own consumption or to sell freely
on the market. The success of this pilot led to the rapid nationwide adoption of the house-
hold responsibility system (HRS). By the end of 1983, about 94.2 percent of rural households
were in the new system.

Studies show that between 1978 and 1984, the shift to the HRS accounted for 30 to
50 percent of the total rise in agricultural output (Lin 1992, Fan 1991, Huang and Rozelle
1996, Gibson 2020). It contributed to rising agriculture factor productivity (Jin et al 2002) and
to a reduction in the gap between poorer and richer areas (Gibson 2020). To stabilize land con-
tracting arrangements and to encourage investment in raising productivity, in 1984 the central
government extended the contract duration from less than 3 years to 15 years, and then in 2002
further extended it to 30 years.® In 2011, the central government launched the land registration
and certification system, allowing rural households to earn property income by subcontracting
land to other farmers. The separation of land ownership rights, contracting rights and manage-
ment rights was piloted in 2014, creating conditions for entrepreneurial farmers and agricul-
tural enterprises to develop large-scale operations through subleasing land from other entities,
including in many cases migrant workers and elderly households no longer willing or able to
farm themselves. In 2017, agricultural land rights were renewed for another 30 years, extending
the duration of the original contracts to 75 years. The reform of land transfer rules has contrib-
uted to the emergence of “new-style” farms such as large family farms, co-operative farms and
farms run by agribusiness companies. To continue delivering expected outcomes, these reforms
need to be complemented with investments in education and training, and improved access to
financial services.

Second, the gradual liberalization of the agricultural market and price system increased
farmers’ profits and reduced losses due to allocative inefficiency (Huang and Rozelle 2018). At
the beginning of the period, farmers had to sell fixed quotas to the government at predefined
low-level state procurement prices. After 1978, prices were gradually liberalized to incentivize
farmers to increase production. Initially introduced for major crops only, the dual-track system
was based on a minimum production quota that was procured by the state at a fixed price, with
the remaining output available for sale at the—much higher—market price. This, together with
the HRS, dramatically improved farmers’ terms of trade and led to a sharp increase in agri-
cultural output and incomes. Thus, from 1978 to 1995, the total procurement price index of
agricultural products rose by 428.1 percent, far exceeding the 174.7 percent increase in the total
retail price index of rural industrial products (China Statistical Yearbook, 2001). As the scope
for market pricing increased and the sale quotas were eliminated, allocative efficiency improved
because farmers made decisions based on relative returns to their land and labor (Huang and
Rozelle 1996, de Braw et al 2004). To protect the income of farmers affected by adverse move-
ments in their terms of trade in the context of China’s WTO accession in 2001, the dual track
pricing system gradually evolved into a “minimum price guarantee” for key products. Today,
agricultural prices in general reflect market conditions, but input subsidies and price support
mechanisms continue to play a significant role for key commodities.’

Third, government tax and aggregate support policies shifted in favor of agriculture.
Traditionally, China’s agricultural sector was a key source of taxation and this continued dur-
ing the first decades after 1949, as the agricultural surplus was used to finance China’s industri-
alization (Naughton 2018). However, after the initial surge in productivity following the 1978
reforms, the growth in rural incomes slowed and many farmers had insufficient profits to invest
in badly needed modern technology and production methods. This led to a gradual shift in
aggregate support policies: agriculture moved from a position of being a net contributor to the
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budget up until the early 2000s to being a recipient of large net transfers today (Anderson and
Martin, 2008). For example, in the 1990s, farmers’ fiscal obligations towards the state con-
sisted of 3 village-level fees, 4 different agricultural taxes and 5 township-level charges. These
constituted a large burden especially for poor farmers.!® In 2006, China lifted all agricultural
taxes, which had still accounted for around 5-7 percent of agricultural value added in the years
prior to the reform (Naughton, 2018; Song, 2018). The abolition of agricultural taxes also had
the implication that village committees no longer had own source revenues and had to rely on
transfers from county and provincial governments. The provision and financing of services in
rural areas is taken up again below.

Today China’s agricultural support policies provide levels of support comparable to
OECD countries, although they feature a relatively higher share of price support and input
or output related measures. Since the late 2000s, China has also developed a series of trans-
fer programs to poor rural communities that combine income support with payments for
eco-system services.!! Such programs have the potential going forward to combine China’s
objective to sustain poverty reduction gains in rural areas with the goal of protecting China’s
natural wealth, generating triple economic, social and environmental benefits (World Bank,
2021a).

Fourth, the modernization of China’s agricultural sector was supported by substantial
public investments in agricultural research, extension services and production infrastructure.
China’s traditional agriculture was vulnerable to weather and natural disasters. Important
investments thus included flood control projects, repairing field drainage ditches, improv-
ing soil structure, and reducing waterlogging. The use of plastic mulch film to conserve soil
moisture, the wider application of chemical fertilizers, pesticides and the use of agricultural
machinery, as well as the development of better quality seeds were key factors supporting
higher yields.!? The development of high-yield rice varieties in the 1970s, producing 20-30
percent more rice per acre, led to steeply rising harvests in China and across much of Asia
and Africa.!® Finally, the application of water-saving technologies such as sprinkler irrigation,
micro-irrigation, and low-pressure pipe irrigation reduced water consumption per acre. The
efficiency of irrigation increased from around half the OECD level in the 1970s to around
three quarters today.

Skills development and agricultural extension services supported farmers in adopting new
technologies. By the mid-1980s, a public agricultural extension system had been built up at the
county level. In 1993, the "Agricultural Technology Extension Law" laid the foundation for a
gradual shift in the provision of extension services to market principles with a growing share
of private actors in provision (OECD 2018). China’s system of agricultural extension, using
a combination of training, targets and market-based incentives has made a key contribution
to agricultural modernization, overcoming farmers’ risk aversion and greatly enhancing their
understanding of modern agronomic practices (Box 3.1).

Finally, the development of forward linkages to processing has been essential to increasing
returns to agriculture. China has successively promulgated policies to encourage the industrial-
ization of agriculture, the development of the agro-processing industry, and the integration of
rural primary, secondary and tertiary industries. Local governments set up specialized agricul-
tural wholesale markets, and farmers were encouraged to form cooperatives to share the cost
of mechanized inputs as well as invest in processing, storage, quality control and marketing
facilities. By the end of 2016, 53 percent of farmer cooperatives had developed their own pro-
cessing and marketing facilities. The processing rate of agricultural products at the cooperative
or farm level reached 65 percent, generating an increase of 2.2 times in the value added retained
at the farm. Since 2014, the Chinese government has issued a series of policies to promote the
development of rural e-commerce, supporting logistics, commerce, and finance of agricultural-
related e-commerce, carrying out comprehensive demonstrations of e-commerce in rural areas,
and encouraging the development of rural markets (Luo and Niu, 2019).
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BOX 3.1

mulch film in Guyuan

Guyuan county is located in Liupan Mountain
contiguous poverty-stricken area in the Ningxia Hui
Autonomous Region of China. It is widely known as
Xihaigu, where harsh natural conditions stemming
from limited water and barren land had caused low
crop yields of less than 50 kilo per acre and large-
scale severe famines even 30 years after the founding
of P. R. China.

The government started to research film-mulch-
ing technology applications in Xihaigu in the early
1980s. The technology was intended to maintain
favorable soil temperature early in the season, retain
moisture, and help in collecting precipitation. The
government of Guyuan dispatched agriculture exten-
sion workers (or technicians) to conduct experi-
ments with film-mulching corn planting in villages.
Technicians provided free seeds, mulch films and
other inputs, while peasants offered their labor and
land, earning all output and additional daily labor
income. This early experiment confirmed that mulch
films could increase outputs.

Under the Strategy of Science & Technology for
Agriculture in 1985, Guyuan established a Science
and Technology for Agriculture Development
Leading Group, which prioritized the supply of
mulch films for agriculture, encouraged and sup-
ported extension workers and demonstration house-
holds. Importantly, the government assigned to the
township extension stations the political task of
demonstration sites. As this became part of their

Agricultural technology extension for poverty reduction: The promotion of

performance assessment, officials held frequent vil-
lage meetings to encourage villagers to use the mulch
film. However, only a few households were interested
in utilizing this technique because it was labor con-
suming given the rugged terrain characteristic of the
county. To overcome the lack of interest, executive
measures were taken to assign land for the use of
the new technology. As a result, the target of plant-
ing 400 acres of corn with mulch films was achieved
in Guyuan in 1987 and corn yields increased by
30 percent.

Since the 1990s, farmers began to use cattle
and other draught animals to apply mulch films.
Gradually, farmers invented small mechanical tools
with a cost of less than 100 yuan. These were later
replaced by walking tractors, increasing the effi-
ciency of film spreading from 3 people for 1 mu per
day to 5 people for 20 mu per day. In 2000, Guyuan
county raised 430,000 yuan and purchased 623 spe-
cial film-mulching planters.

In the mid-1990s, the "Food and Clothing
Project" in Guyuan created a contract responsibil-
ity system to further support the use of mulch film.
It allocated projects and tasks to technicians and
government officials - the technicians in intermedi-
ate and junior positions were personally responsible
for 300 mu and 200 mu of demonstration sites per
person respectively, and the township level leaders
and general officials were personally responsible for
50 mu and 30 mu of demonstration sites respectively.

Source: CIKD case study on mulch films extension in Guyuan

Progressive industrialization: Better jobs for more people™

China’s industrialization was key to the country’s long-term success in growth and poverty
reduction. From 1978 to 2020, China’s industrial value added increased at an average annual
real rate of 10.3 percent.!> More and better job opportunities became available. With massive
supply of cheap agricultural surplus labor as well as an improving business environment, China
became a competitive investment destination on a global scale.!® In the early stages of economic
reform, rural urban labor flows were tightly managed, restricting access of migrants to urban
services as well as social security. This kept labor costs low and limited additional spending
pressures on cities to accommodate migrant worker families, whilst nonetheless offering more
migrant workers significantly higher incomes than what they earned in their home villages. On
the flip side, it slowed the rapid integration of migrants into the urban labor force—a duality
that persists to the present day.!” Increased earnings and investment in the “modern sector”
in China’s cities generated new demand for consumer goods and services, in turn encouraging
additional investment and creating new jobs.
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Since the mid-1990s, the biggest gains in per capita income growth came from labor
productivity increases within sectors, especially from industry. Compared to the other fastest
growing developing economies in the world over the period 1995-2018, China stands out by
the large contribution (over 7 percentage points) of within sector labor productivity to total per
capita growth, with over half coming from industry (Figure 3.2). Structural change (meaning,
shifts across sectors) added 1.8 percentage points to per capita income growth in China,
matching the contribution of structural change in poorer Bangladesh and India. Fast labor
productivity growth was driven by strong capital accumulation, financed by a combination of
corporate profits and household savings.

A key feature of China’s industrialization strategy from the 1980s onwards was its export
orientation. During the 1950-70s, China prioritized heavy industry and national security and
had very limited interaction with the world economy. The market-oriented reforms introduced
at the beginning of the 1980s aimed at capitalizing on China’s comparative advantage in more
labor-intensive light industry, using export demand as a driver for investment, and special eco-
nomic zones in coastal areas as a platform to attract foreign investment and technology. The
country’s total exports of goods in 2018 reached 16.4 trillion yuan (2.49 trillion USD), and
manufactured exports rose from 46.5 percent of the total in 1978 to 96 percent (National
Bureau of Statistics of China 2020a).

FIGURE 3.2 Labor productivity, particularly from industry, drove high economic growth
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Export demand was only one of the drivers of industrialization, however. During the
initial reform period, significant industrial job creation occurred in rural areas, using highly
labor-intensive technologies and producing goods in deficient supply in the domestic market.
From 1978 to the mid-1990s, emerging township and village enterprises (TVEs) absorbed
a large number of rural workers no longer required on the farm as agricultural productiv-
ity increased. The number of TVEs surged from 1.5 million in 1978 to 23 million in 1996,
most of them engaged in light industry. Throughout this period, TVEs generated more than
130 million jobs and their contribution to rural employment increased from 9.2 to 27.6 per-
cent (Gan 2003) (Figure 3.3). The expansion of alternative rural employment opportunities
was a critical element of China’s rapid rural poverty reduction during the first two decades
of reform and opening up.

The reasons for this explosion in entrepreneurial activity through TVEs are manifold.
For poor agricultural workers, jobs in TVEs were attractive as they did not require them to
leave their villages and household plots. This allowed risk averse farmers to complement farm
incomes with wages from off-farm employment during times when their labor was not needed
on the farm (Huang 1985). Local governments had strong incentives to develop a production
base as additional tax revenues could largely be retained at the local level and the unmet
demand for consumer goods provided a ready outlet for rural production (Naughton 2018).
Local government officials in some locations responded to these opportunities by becoming
entrepreneurs themselves, using their favorable access to factors of production, including labor
and land (Lin et al. 2003),'® and substituting for the lack of secure private property rights
through flexible risk sharing arrangements, adapted to local conditions (Cai et al. 2002, Fan
and Chan-Kang 2005). The presence of well-educated youth, “sent down” to the countryside
during the Cultural Revolution, arguably also contributed to allowing ostensibly backward
rural areas to rapidly seize new economic opportunities (Bikales 2021).

In the second half of the 1990s, in preparation for WTO accession, export-oriented indus-
tries in coastal areas and TVEs gradually integrated. As coastal areas thrived, supply chains
were extended further inland, driving additional investment and modernization. Following a
wave of privatization, many TVEs and non-essential SOEs became private companies, some

FIGURE 3.3 Employment and productivity of manufacturing
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counting among China’s leading industrial enterprises today. By 20035, collective firms repre-
sented only a tiny proportion of employment in TVEs (Naughton 2018).

While China’s industrialization strategy was initially based on cheap labor, with labor pro-
ductivity increasing more rapidly than earnings, increasing investment in physical and human
capital allowed China to move up the value chain in a growing number of sectors.!” Alongside
improvements in education access, there was a significant public health effort that helped to
make the labor force healthier and more productive.?? Through “learning by doing” and voca-
tional training, some rural migrants, who had received little formal schooling beyond com-
pulsory levels, were equipped with skills that allowed them to become more productive and
increase their income (see Box 3.2 on valve making industry). From 1992 to 2001, average
labor productivity of secondary industry increased from 8,150 yuan to 30,133 yuan and the
average annual manufacturing wage tripled from 2,635 yuan to 9,774 yuan (Figure 3.3).

China’s WTO accession in 2001 significantly accelerated the process of industrial upgrad-
ing, turning China into a giant workshop for the global economy. The share of foreign
trade in China’s GDP rose significantly from 39.6 percent in 2000 to 63.8 percent in 2005.
In 2009, China’s export value reached 1.2 trillion USD and it replaced Germany as the
largest global exporter. Chen and Ravallion (2004), Hertel et al. (2004) and Sicular and
Zhao (2004) present evidence of the positive impact of WTO accession on average household
incomes. While the resulting terms of trade shifts benefited predominantly urban consum-
ers, rural households nonetheless benefited indirectly through new job opportunities and
through the remittances from migrant workers, and were additionally supported by the shift
in net government taxation of the agricultural sector as discussed in the previous section
(Anderson and Martin 2008).

Shortly after WTO accession, China began to adopt national strategies aimed at closing
regional disparities that had widened in the previous decade. Regional development strategies
such as the “Western Development Program’ and the ‘Rise of Central China’, promoted indus-
trial investment in these regions, channeling government resources to improve connectivity
with the Eastern region and the global production system. The composition of total investment
in fixed assets shifted away from the Eastern region, with its share declining from 66 percent

BOX 3.2 Upgrading skills through learning by doing: How Mr. Xie Dewu set up his
own valve making company in Yongjia

Valve-making is one of the pillar industries in
Yongjia, populated by about 400 SMEs. Heng-
hua Safety Valve Company with 80 employees
ranked in the top 150 among these firms by sales.
It manufactures products with high safety require-
ments for the electric and petroleum industries.
Its boss, Mr Xie Dewu, was born in a poor fam-
ily and rose to be an entrepreneur through learn-
ing by doing. After graduating from lower second-
ary school, Xie worked for 5 years with his elder
brother in processing spare valve parts in a fam-
ily workshop. In his daily work, with the help of
families and friends, he gradually learned the ropes

Source: CIKD case study on poverty alleviation in Yongjia

in operation, enriched his technical knowledge,
expanded his social network and accumulated
capital. In 2008, he set up his company, Henghua,
which in 2018 generated output worth 40 million
yuan a year, led by substantial progress in competi-
tiveness and technology adoption. Now, Henghua
is upgrading its workshops with digital and auto-
mation technology.

Among the five enterprises the CIKD team visited
in Yongjia, in three of them, the owners had not com-
pleted lower secondary school, including Mr. Xie.
Their human capital is accumulated through learn-
ing by doing.
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in 2003 to 43 percent by 2012, and the share going to the Western and Central regions cor-
respondingly increasing. High commodity prices and lower wages fueled investment in the
manufacturing and natural resource sectors in interior provinces, as wages and land prices
rose rapidly in coastal areas. The result of these efforts was a gradual decline in the income
gap between the coast and the interior, although it remains large compared with the US or the
European Union (World Bank 2020).

As industrialization deepened in the decades following WTO accession, Chinese workers
benefited from more and better paid job opportunities. The number of employees in secondary
industry grew from 157 million in 2002 to a peak of 232 million in 2012, as the share in total
employment rose from 21.4 to 30.3 percent (NBS Yearbook 2019). The rapid industrializa-
tion brought younger workers of all skill levels to cities. With the urban transformation came
the diversification of jobs into industry (Figure 3.4), especially construction (primarily among
male youth), and into services (particularly among women). Wage employment expanded, from
45 percent of total employment in 1988 to 73 in 2013 (Figure 3.4), with over 200 million
additional wage jobs. The shift into waged employment was accompanied by the growth of the
private formal sector, particularly among the better educated workers.

Accompanying the process of industrial upgrading was a sharp increase in the educational
attainment of the labor force. Between 1988 and 2013, the share of workers with at least
complete secondary schooling increased 3.8 percent per year. This was a result of deliberate
education policy, gradually shifting from prioritizing universal access to primary education, to
increasing emphasis on extending compulsory schooling (in the late 1990s), providing market-
able skills training and education quality. The accumulation of human capital, through formal
schooling and learning by doing, thus contributed to fast labor productivity growth.

The creation of higher paying waged jobs, the expansion of educational attainment, and
broad-based wage growth helped to narrow the rural-urban earnings gap since the early
2000s. Mean and median wages grew throughout the period. From 2002 to 2013, real
median monthly wages more than tripled, rising faster than the average monthly wage.?!

FIGURE 3.4 Workers benefited from the diversification of jobs and the expansion on wage employment
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Wages remained higher in urban than rural FIGURE 3.5 Wage gaps between urban and rural areas narrowed,
areas, but rural-to-urban migration damp- suggesting that China reached the ‘Lewis tipping point’ around

ened the real increase in labor costs to urban 2007
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reached a peak of 148 million in 2013 and

then fell by 8.5 million in the following four years (Zhuo and Huang 2019). At the same time,
from 2013 to 2019, the proportion of migrant workers employed in the service sectors increased
to 51 percent. As discussed in the next section, remittances from migrant workers in urban
areas have played an important role in poverty reduction in recent years.

Industry Migrant / Rural

Managed urbanization: Multiple gains for migrants and non-migrant
rural families, but persistent inequality of opportunities??

Along with industrial growth, the rapid urbanization of China’s population represented another
key driver of economic transformation and poverty reduction. As depicted by the Lewis’ model,
new opportunities were generated outside agriculture, attracting rural workers to urban areas,
and pushing up the share of the urban population. Urbanization contributed to poverty reduc-
tion directly, by improving the livelihoods and increasing the earnings of migrants, and indi-
rectly, by reducing poverty among the non-migrants in rural areas. This section summarizes the
findings on these two fronts.

Rapid economic development in China was accompanied by the fast urbanization of
its population. The urban population has more than quadrupled since 1980, from around
200 million to 900 million in 2020, representing an increase in the urbanization rate from
19.4 percent in 1980 to 63.9 percent in 2020 (NBS, 2021). Cities that today have 10 mil-
lion inhabitants or more, such as Shenzhen, Foshan and Dongguan were very small or did
not exist even in the 1980s.23 While, China’s pace of urbanization was fast, the pattern of
urbanization and growth is similar to other countries in the world (Figure 3.6, left panel),
particularly those that went through comparable processes of fast economic transforma-
tion, such as Vietnam or India (Figure 3.6, right panel) (see also, World Bank and DRC
2014). Given its level of development, the urban share of China’s population is lower than
expected. Continued urbanization could be a key factor in sustaining growth into the next
decade (Huang 2017, DCR and World Bank, 2019).

Urbanization does not automatically lead to economic growth, as the experience in some
African and Latin American countries shows (Gollin et al 2016; Rodrik 2016).2* The association
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FIGURE 3.6 Urbanization in China followed a similar pattern as other fast-growing economies
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of urbanization with rapid growth and poverty reduction in China was therefore note a fore-
gone conclusion. For example, using cross country data from 1993-2002, and accounting for
cost-of-living differences between urban and rural areas, Ravallion et al. (2007) find that urban
poverty increased in Latin America and in Sub-Sahara Africa, at the time where poverty in
rural areas was declining and the regions were urbanizing. By contrast in China estimates
suggest that urban poverty remained well below 3 percent for most of the period (Ravallion
and Chen 2007; 2020). China has also expanded economic opportunities in urban areas much
faster than other economies (as discussed in the next section), which was key to rapid growth of
real wages. But institutional factors also have played a role.

The pattern of urbanization in China has been determined by specific policies that limited
the growth of its mega-cities. The key policy instrument in this regard is the hukou, an admin-
istrative tool for population movement. A person’s hukou determines their residence permit,
grants its holder the legal right to live and work in a particular location, and regulates the
access to key government services, such as social security and public education.?’ Jointly with
the land tenure system, the hukou system has shaped migration patterns, migration duration,
and the demographic composition of migrants. Proponents of the hukou argue that it played an
important role in preventing the urbanization of poverty through the uncontrolled growth of
urban slums. Critics of the hukou on the other hand point out that it cemented inequities in the
access to key government services which reduced inter-generational social mobility over time
(Hell and Rozelle, 2020; Bikales, 2021). This study will not resolve this debate, which is ongo-
ing within China, even as the hukou restrictions on migration to most cities, with the exception
of the largest coastal cities, have been progressively relaxed. We simply lack a counterfactual
to determine what would have happened in the absence of hukou restrictions. What we can
conclude is that the migration from rural to urban areas on the whole contributed to poverty
reduction. How this occurred is summarized below.

Rural to urban migration began in the 1980s but accelerated sharply in the 2000s, facili-
tated by a gradual relaxation of mobility restrictions. Population movements between rural and
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urban areas began to increase in the 1980s with the emergence of the market economy, driven
by increased labor demand, very large wage differentials between new urban growth centers
and rural areas, and the consequent adoption of more flexible hukou policies.?® Since then,
rural-to-urban migration has continuously risen over the years (Figure 3.7, left panel). By 2000,
more than half (51.1 percent) of poor families had members commuting as migrant workers
(Zhu and He 2018).

While many first migration experiences were to urban areas within home provinces, the
demand for labor in coastal regions—following the establishment of Special Economic Zones—
progressively drew migrants to leave their home provinces. After the mid-1990s private local
businesses also became important sources of migrant employment (Chen and Coulson 2002).
Since 2000, the Western Development Program and the relocation of labor-intensive industries
westward, offered more opportunities for employment in the inland regions, reducing migra-
tion to the coastal cities, and increasing intra-provincial flow (Figure 3.7, left panel). According
to 7th China National Population Census (2020), more than 66 percent of the “floating popu-
lation” (those living for at least 6 months in a place different from their hukou registration)
moved within their home provinces.?” By 2018, the total number of migrant workers reached
288 million,?® with migrant workers from rural areas accounting for over 40 percent of total
urban employment.

The migration of workers from rural to urban areas reduced poverty both directly, by
helping migrant workers increase their wage earnings, and indirectly through the transfer of
remittances to rural households with one or several migrant worker members. Earnings of
migrants rose steadily over the years and accelerated since the mid-2000s. Average incomes
of the “floating population” quadrupled from 2005 to 2019 (Figure 3.8). Even if the income
gains achieved by moving to the cities are significant,?’ migrants initially earned far less
than urban resident workers. However, in recent years, as the pool of surplus agricultural
labor has diminished, the wage gaps between migrant workers and urban residents started to
decline.?? Guo et al (2018) show that by 2015, income poverty rates among migrant workers
in urban areas were fairly low. 3!

FIGURE 3.7 Migration has increased consistently over time, as have migrant earnings as a share of total household income
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FIGURE 3.8 “Floating” population’s income per month
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The second important way in which migration contributed to poverty reduction is, indi-
rectly, through the contribution to rural household incomes. Data from an annual survey in
rural villages carried out by the Ministry of Agriculture indicate that the share of migrant earn-
ings in total rural household incomes increased from around 40 percent in 2004 to 55 percent
in 2012 (Figure 3.7, right panel).

Since the more able workers are more likely to migrate, estimates of the impact of migrant
earnings on poverty need to be corrected for selection effects. Using such a correction, Du,
Park and Wang (2005) find that households with migrants have per capita incomes 8.5 to
13.1 percent higher than those without migrants. At the village level, based on data between
1995 and 2002, a one percentage point increase in village out-migration is associated with a
10 percent increase in consumption by poor households (De Brauw and Giles 2018). This sug-
gests that migrant earnings contribute to village prosperity, for instance by increasing demand
for non-agricultural activities. Indeed, Giles and De Brauw find that more affluent households
tended to increase their labor supply in local non-agricultural activities, thus benefiting more
from out-migration than less affluent households, who instead opted to reduce agricultural
labor supply and spent more days working outside the home township.

In addition to boosting household incomes through transfers, outmigration also reduced
poverty among rural households by encouraging greater risk taking and offering insur-
ance against negative income shocks. As households diversified income sources, consump-
tion variability declined, and investment in higher risk, more productive activities increased
(Kinnan, Wang and Wang 2018). A one percentage point increase in the share of a village
workforce employed as a migrant is associated with a 3.2 percentage point decline in the
probability of falling into poverty, and among the poor, the same increase in migration
is associated with a 3.5 percentage point reduction in the probability of remaining poor
(Giles and Murtazashvili 2013).
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While being a powerful force in boosting living standards of the rural poor, migration also
had some negative social consequences, potentially widening inequalities. As China becomes
more and more urbanized, overcoming these will be a key challenge for future social policies.
First, many rural migrants work in low wage segments, often in informal jobs that leave them
vulnerable to shocks. Moreover, the same Guo, Tan et al. (2018) study mentioned above, found
that while income poverty of migrant workers was low, their consumption poverty was signifi-
cant, as many saved part of their incomes to send to their families in rural areas. Indeed, former
migrant workers that have permanently settled in cities consume up to 30 percent more than
those without urban hukou (Molnar et al 2017). Migrant workers in urban areas also suffered
from poor housing conditions (particularly sanitation) and lack of access to health care (Guo,
Tan et al. 2018). These are challenges migrant and informal workers share with their peers
in many other developing countries (World Bank and DRC 2014).3 They are outweighed in
China’s case by the substantial income gains migrant workers experienced (CIKD 2022). But
they set a new agenda for China’s social policies going forward.

Second, even after the relaxation of hukou rules, migrants did not gain full access to urban
social services (e.g. urban education and healthcare) and social benefits (such as housing sub-
sidies, unemployment benefits, disability benefits and various old age benefits). Only in 2014,
was a single national resident registration system set up.3? This reform differentiated large and
small-medium sized cities and encouraged rural migrants to settle down in small- and medium-
sized cities, giving them full access to services and social rights. Implementation of this reform
is incomplete, as local governments often lack the resources to grant migrant workers full resi-
dency rights and urban enterprises are reluctant to shoulder the additional costs that would
come with granting migrants’ formal urban employment status. As documented in Giles et al
(2021) using the Rural-Urban Migration in China (RUMIC) longitudinal survey,* in 2016,
68 percent of migrants were still employed in the informal sector, and less than 20 percent were
enrolled in urban health and social security schemes.?* Of those migrants employed as formal
sector workers, on the other hand, over 80 percent were covered by urban pension and health
insurance.

Finally, some studies have identified a positive relationship between parental migration
and child health and learning outcomes, likely reflecting the income effects of migration.3®
In contrast, studies that focus on children’s mental health, behavioral issues, and delinquency
consistently conclude that the impact of parental out-migration is unambiguously negative
(Tang et al. 2018, Guang et al. 2017).3” The negative impact suggests that decline in time with
parents dominates the income effect. These studies conclude that reduced parental supervision
and protection, weakened parent-child bonding and communication, resulting from parental
migration, cannot be compensated for through increased economic resources gained through
migrant employment.3® A similar mixed pattern is observed in terms of welfare of left-behind
elderly®®. With rising income levels, the non-material dimensions of deprivation tend to take a
greater role in influencing overall perceptions of well-being.

Expanding infrastructure investment: Improved connectivity and
job creation for the poor*°

At the onset of reforms, China’s initial conditions in terms of infrastructure, especially trans-
port infrastructure, suggested a significant disadvantage.*! Sustained public investment in
infrastructure was thus an important factor in China’s economic growth and poverty reduction
story (Straub 2008; Chatterjee 2005). Arguably, it was particularly important as a catalyst for
China’s domestic market integration, providing the poor with improved access to markets to
sell their produce and for their own consumption needs, and allowing the gains from China’s
export led development and managed urbanization to be shared with the interior provinces and
with rural areas.
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FIGURE 3.9 Infrastructure investment grew steadily since the Infrastructure investment was a key
early 1990s factor in supporting China’s rapid growth.
Total gross fixed capital formation in infrastructure, InduStrl_al dev§lopment and urbanization

. as a share of GDP dramatically increased the demand for

- energy, water and industrial land. Without

= corresponding increases in infrastructure

g 10- investment China’s growth would have rap-

g 5l idly run into physical constraints. While

g 5. investment in infrastructure was relatively

s limited during the 1980s, it picked up since

2 41 1990 and has risen sharply after the Global
2 Financial Crisis, when the authorities used
o4 . . public investment (primarily financed by

ND O DADNDHN O XD 9
NOCCICRFCRC AP LI KPR LI QPSRN PPN SPANNIAN

Source: Herd (2020).

N off-budget financing channels) to stimulate
growth (Herd 2020) (Figure 3.9). Numerous
cross-country studies have established
a causal relationship between economic
growth and a minimum amount of infra-
structure investment.*> However, this literature also shows that the relationship is not linear,
and above a certain level, the amount of public investment in infrastructure is ultimately a
function of the service quality a government wishes to provide and the willingness and ability
of users to pay for it—either through taxes or user fees.

China’s approach to infrastructure investment has emphasized high service coverage, whilst
using a combination of general government transfers and local land development auctions as a
means of financing. Tariffs cover capital and operational costs in the energy sector, albeit with
significant cross-subsidies from industry to households (World Bank and DRC 2014, World
Bank 2020), but capital costs (and sometimes operational costs) are generally not recovered in
the other infrastructure sectors (transport, water and other municipal services).** This approach
to infrastructure financing, put in place following the fiscal recentralization of the early 1990s,
worked well until the early 2010s. In the aftermath of the Global Financial Crisis to which
China reacted with a large debt financed infrastructure push, concerns over its sustainability
have grown. Today, China’s public capital stock per worker (largely made up of infrastructure
assets) corresponds to the level in the OECD, even though the country’s per capita GDP is
only a fifth of the OECD average (World Bank and DRC 2019). The contribution of tradi-
tional infrastructure investment to economic growth is thus unlikely to continue going forward.
New infrastructure investments in fields such as digital technology, clean energy and intra-city
transport will to some extent replace the role of traditional connectivity infrastructure as a
driver of future growth, but more sustainable financing models and an overall rebalancing
towards consumption will also be needed. The remainder of this section focuses on the contri-
bution of rural infrastructure investments to poverty reduction through improved connectivity,
market integration, and job creation.

The impact of infrastructure on poverty reduction worked along several pathways. First, it
greatly facilitated and sometimes catalyzed the establishment and development of competitive
businesses in inland and rural areas. Second, infrastructure construction and maintenance,
being a labor-intensive industry, generated demand for relatively low-skilled labor. In some of
the government’s poverty reduction interventions the two went hand in hand, such as when
public investments in the construction of rural roads or irrigation infrastructure were designed
to benefit local low-skilled workers, through incorporating local employment requirements in
bidding documents. Finally, infrastructure investment in safe water, connectivity and energy,
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particularly in poor areas, directly improved access to basic services to poor families, and thus
improved their well-being.

In the early reform period, heavy investments in intercity expressways were a major force in
China’s economic transformation, particularly in the coastal areas (Hajj and Pendakur 2000).
The total length of expressways increased from 147 kilometers in 1988 to 25,130 kilometers
in 200244, equivalent to an average annual growth rate of 44 percent. In contrast, the length of
low-quality, mostly rural roads increased by only 3 percent per year over the same period (Fan
and Chan-Kang 20035). Since 1994, and the adoption of the 8-7 Poverty Eradication plan (see
below) there has been more attention to improving connectivity in rural areas.

There is clear evidence of the positive contribution of connectivity investments, particu-
larly in rural roads, to agricultural and non-agricultural output growth in rural areas (Fan
and Chan-Kang 2005, Fan et al 2005).* This is in line with international evidence (Jacoby
2002). Fan et al. (2005) presents upper bound estimates on the effect of public infrastructure
investment on poverty: in the mid-1990s, every 10,000 yuan of public spending on roads may
have moved 3 people out of poverty, compared to 2 people for the same spending on access to
electricity and telecommunication and 1 person in the case of irrigation. These effects were
much larger in the Western region (10 people moved out of poverty for each 10,000 yuan spent
on rural roads) than in other parts of rural China. Other studies confirm the positive spill-over
effects of infrastructure investments on rural growth for later periods (Yu et al. 2013).

Beyond the role of infrastructure as a foundation of economic transformation, it also expanded
job opportunities for rural low-skilled workers. Most construction workers were local rural resi-
dents or migrants from rural areas. The importance of construction as the second major source of
employment for migrant workers increased over time, from 15.2 percent of the migrant workforce
in 1997,* to0 22.3 in 2013 before declining to 18 percent in 2019. Employment in construction
was also lucrative: by 2019, the monthly salary of migrant workers in the construction industry
rose to 4,567 yuan, 15.3 percent higher than the average level among migrants.

In addition, infrastructure became an instrument of targeted regional development and
sometimes direct poverty reduction. Public works and bidding rules favoring local employ-
ment creation were part of these targeted policies. Thus, between 20 and 30 percent of the
total funds allocated to support underdeveloped or poverty-stricken areas were spent on rural
infrastructure.*” Public works projects were targeted to poor areas to provide direct employ-
ment opportunities for poor families. These projects used participatory mechanisms to include
communities into planning, management, and the maintenance of assets. They were specifi-
cally designed to attract the rural poor and their performance indicators included salaries paid
to workers. Zhu and Jiang (2002) study these programs in two rural counties in Shaanxi and
Sichuan, while Zhu (1997) provides an initial aggregate account confirming the positive impact
on poverty.

Finally, infrastructure played a direct role in reducing multidimensional poverty. Indeed,
access to basic infrastructure was included as a criterion for counties and villages to exit the list
of poverty-stricken areas, which provided local government with incentives to invest infrastruc-
ture (see more discussion in Box 4.2). Using data from the China Health and Nutrition Survey,
Qi and Wu (2015) showed that improvements in access to improved water, sanitation and
shelter significantly contributed to the reduction in multidimensional poverty among children
between 1989 and 2009, which fell from 64 percent to 19 percent over this period. According
to UNDP’s Multidimensional Poverty Index, from 2010 to 2014, there were 70 million fewer
multidimensional poor people in China, as the multidimensional poverty rate dropped from
9.5 percent to 4.2 percent. Among the multidimensional poor, the share of the people deprived
of sanitation dropped from 4.4 to 1 percent, of drinking water from 7.2 to 2.1 percent, while
none of them lacked access to electricity (UNDP-OPHI 2020).
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Note that different sources of data (Labor Force Surveys versus Population Census data) point to
different estimates of total employment, while trends are broadly consistent across sources.
Barro-Lee database, http://www.barrolee.com/

See also https://www.worldbank.org/en/publication/human-capital

After the 1949 land reform, China initiated the people’s commune system (Renmin Gongshe
Yundong) in 1953, which transferred the land from peasants to the commune. With the 1978 reform,
land was again distributed to each household equally.

This is also related to the evidence by Deininger-Squire (1998) based on cross-country analysis which
conclude that land inequality has a negative effect on economic growth.

. Based on chapter 2 of the CIKD-led report (2022). The literature on China’s agricultural reforms is

vast and no attempt is made here to provide a comprehensive summary. For a good overview of the
evidence see Naughton (2018) and Huang and Rozelle (2018). For earlier analysis of China’s agricul-
tural reforms see World Bank (1997).

Ravallion and Chen (2007) and Montalvo and Ravallion (2010) estimate that in the 1980s and
1990s, agriculture was “the real driving force in China’s remarkable success against absolute poverty,
rather than the secondary (manufacturing) or tertiary (services) sectors” (Montalvo and Ravallion
2010, p. 13). On the importance of agriculture for poverty reduction, see also World Bank poverty
Assessments (1992, 2001, 2009).

. While long-term leases encouraged farmers to invest in measures to increase yields, incentives to

invest in maintaining the long-term value of the land were mitigated until recent reforms creating
transferable land leases. This will be important in the context of shifting to more environmentally
sustainable production practices and reducing excess use of fertilizers and pesticides.

The minimum price guarantee has been applied to rice and wheat and on an irregular basis to some
other agricultural products such as soybeans and cotton. The state-owned China Grain Reserves
Corporation (Sinograin) and other state-owned companies used to purchase these key products at
the minimum purchase price if the market price fell below a minimum price. In 2014 China began
piloting a new target price system for selected agricultural products such as soybeans and cotton in
certain localities. In the new system, if the average market price falls below a pre-determined target
price, farmers receive direct payments covering the difference. After a series of pilots, the system
has been scaled up nationwide for selected products. The level of “target prices” reflects domestic
planting costs to protect farmers from fluctuations in international prices and hence terms of trade.
Domestic target prices were above international prices in 2014-16 but have fallen below interna-
tional levels during the pandemic-induced increase in global food prices in 2020.

Lin and Ren 2002 estimated that for the lowest income group they accounted for close to 20 percent
of household incomes in 1999.

The so-called "Grain for Green” program targeted the poorest areas—mountainous terrain with
steep slopes and provided farmers in these low productivity areas with additional income: each
farmer received 1500-2250 kg of grain per hectare per year for reforestation, and 300 Yuan per
year per hectare in cash payments. The program focused on upper Yangtze and Yellow rivers and
converted 15 million hectares of cropland, although there have been concerns about sustainability
(Uchida at al 2004, Heilig et al 2005).

Estimates suggest that from 1980 to 2001, adoption of improved technology contributed to a quarter
of the increase in grain output. Mechanization enhanced the productivity-increasing effect of chemi-
cal fertilizers, increasing the fertilizer utilization rate by 15-20 percent, and grain yields by 30-40 kg
per mu (Xue Zhicheng 2002).

Chinese scientist Yuan Longping and his team developed higher-yield rice varieties. Worldwide, a
fifth of all rice now comes from species created by hybrid rice following Yuan’s breakthrough discov-
eries, according to the website of the World Food Prize, which he won in 2004.

Based on CIKD led report (2022), chapter 3, and Merotto and Jiang (2021).

Based on NBS Yearbook data.

In 1991, the labor cost in China was only 0.2 USD/hour, lower than the costs in its peer coun-
tries, such as Indonesia (0.4 USD/hour), India (0.5 USD/hour), Philippines (0.6 USD/hour), Thailand
(1.1 USD/hour) and Turkey (1.2 USD/hour) (X. Li and Li 2018).

As discussed in the next section, the managed process of labor migration, while potentially posi-
tive during the early period of industrialization, has also contributed to rising inequality between
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households with urban and rural registration, inequalities that were passed on to the next generation
because of differences in the access to and quality of services and because of the lack of parental sup-
port experienced by cohorts of “left behind children”. The authorities have increasingly liberalized
the hukou system in recent years. Since 2021, the hukou registration is fully freed in cities with urban
residents less than 3 million, accounting for more than 90 percent of China’s cities.

There were also many cases of TVEs being established by the new independent entrepreneurs using
their savings and borrowing initial capital from family members and relatives, as CIKD field work in
Wenzhou has shown.

During the first decade of reform, China experienced some set-backs in expanding secondary educa-
tion, as the opportunity costs of schooling increased with the expansion of earning opportunities for
girls and boys (World Bank 1997). However, during the 1990s secondary education expanded mas-
sively, almost doubling enrolment in junior and senior secondary schools by 2000 (China Statistical
Yearbook 2010 and 2020).

The progress that China made in reducing stunting, anemia, and endemic infectious diseases is docu-
mented in World Bank and World Health Organization (2019).

At this stage, China’s comparative advantage in cheap labor faded. In 2004, China’s average monthly
remuneration of manufacturing labor was 1,800 USD, higher than the figures of India (1,600 USD)
and Indonesia (1,200 USD) (X. Li and Li 2018). To maintain its competitiveness, China had to
move to more capital and technology intensive products, further boosting productivity and increas-
ing renumeration.

Section based on Giles and Mu (2022) and chapter 4 of CIKD-led report on poverty reduction in
China (2022).

Hamnett, C. (2020).

For instance, looking at the right panel of Figure 3.6, Nigeria saw its share of the urban population
quadruple since independence, with only limited gains in per capita incomes. Likewise, Brazil has
experienced slow growth since the 1980s, but continued rapid increases in the share of the urban
population from around 60 to over 85 percent.

The 2008 Labor Contract Law and 2011 Social Security Law opened up access to urban social secu-
rity and healthcare programs for migrants, though participation remained low as discussed below.
For instance, in 19835, the Ministry of Public Security established a temporary urban hukou system,
which provided a local temporary residence permit to individuals with a legitimate job or business
in the city. These guest worker permits (or, zanzhu zheng) were widely available to migrants start-
ing in 1988 after completing an application to the local public security bureau office. Such a policy
effectively guaranteed a legal status to migrants, whose presence in cities would otherwise be illegal
under the strict hukou regulations.

In the 2020 Census the total floating population was 492. 8 million, which includes two groups: (1)
within townships floating population (116.9 million) - people living in a place within their hukou
city but different from their specific location of hukou registration, and (2) between townships float-
ing population (375.8 million) — people living in a place different from their original city. (Source:
http://www.stats.gov.cn/tjsj/zxfb/202105/t20210510_1817183.html). However, between-townships
floating population can also live in rural areas. For that reason, a different data source that could
help us paint the picture of rural migrant workers in urban areas. This is the National monitor-
ing survey report for rural migrant workers (see data annex). The latest 2020 report (http:/www
.stats.gov.cn/tjsj/zxfb/202104/t20210430_1816933.html) estimates the total rural migrant work-
ers (with rural hukou but working in non-agricultural sectors for more than six months) reached
285.6 million in 2020, out of which 131.0 million were living in urban areas, which accounted
for 14.5 percent of the urban population by residence (902.0 million). Among these rural migrant
workers in urban areas 58.4 percent were within province rural migrant workers, a figure broadly
consistent with the Census.

“National Monitoring and Survey Report on Rural Migrant Workers 2018 released by the National
Bureau of Statistics.

Gains were particularly large for migration to large cities. According to the NBS” Annual Report
of Monitoring Survey on National Rural—urban Migrant Workers (NBS, 2010-2014), in 2008
migrant monthly wages in eastern provinces were 6 percent higher than in other regions; that ratio
narrowed by 2013.

Using the sub sample of the urban population census, Cai et al. show that in 2005 migrant workers
on average earned only half the wages of urban residents. Using data from the China Urban Labor
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Survey, Giles and Park (2014) find that the wage gap for migrants increased from 2001 to 2004
(from 24 to 42 percent), but declined to 13 percent by 2010, and disappeared once accounting for dif-
ferences in jobs characteristics (World Bank and DRC 2014). Other sources of data (NBS, Lu 2012)
also point towards a widening of the gap between urban residents and migrants wages, from 2001 to
2007 which subsequently narrowed again.

Analysis done using an urban subsample covering 8 provinces of the Integrated Household Survey
for 20135, focusing on 1,962 migrant households with all household members living in urban areas.
The poverty thresholds used were an absolute poverty line of 3.1 USD per day (2011 PPP); and a
relative poverty line defined as the 50 percent of the median disposable income per capita of urban
residents (14564.5 yuan/year).

The problems associated with urbanization, as discussed in existing literature internationally, include:
congestion (Abou-Korin 2011), crime (Burton 2000, Shopeju 2007, Jalil and Igbal 2010), education
(Kayaoglu and Naval 2017, Davis 2020), housing (Rahman 1985, Oopi and Phua 2007), transport
(Barter 2000), employment (Zhang 2016), health (Godkrey and Julien 2003, Sclar et al 2005, Gong
et al 2012), water and sanitation (Costa et al 2016, Van der Bruggen et al 2010), environmental qual-
ity (Nyambod 2010, Imam and Banerjee 2016, Ooi 2009).

Under the 2008 Labor Contract Law all workers, regardless of Hukou status, were entitled to par-
ticipate in urban social insurance programs. But other social services access remained restricted for
migrants.

For more information on the RUMIC survey, see Annex.

81 percent of them were enrolled in the New Rural Collective Medical System (NRCMS) program.
With respect to nutritional status of left-behind children, parental migration may be not detrimen-
tal and even beneficial because young children have lower risk of stunting, being underweight, and
wasting (Shi et al., 2020). Chen et al.(2014) and Bai et al. (2018) find that parental migration may
have positive impacts on the academic outcomes of the left-behind children. In addition, Zhou et al.
(2015) show that for health, nutrition and education, left-behind children performed as well as or
better than children living with both parents.

A meta-analysis of 39 academic articles in both English and Chinese confirms the prevalence of
depressive symptoms in left-behind children (Wang et al., 2019). Left-behind children are also
more likely to engage in unhealthy behaviors, such as smoking and drinking (Yang et al., 2016).
In addition, migratory timing and duration affect the probability and timing that children will
enroll in school (Yang and Bansak, 2020). Focusing on high school enrollment, Hu (2012) finds that
remittances may only partially compensate for the negative impact of an absent parent, and the net
negative migration effect on high school enrollment is particularly salient for girls and children from
poor households.

See Giles and Mu 2022 for a full review of the literature on this topic.

Yi, Liu and Xu, 2019 identify positive impact on the health status of left behind elderly, while Song,
2017; Li et al., 2020; Huang et al., 2016 find a negative impact on the physical health of the elderly
The section on inclusive infrastructure development draws on Chapter 5 of CIKD-led report.

For example, Fan and Chan-Kang (2005) report that in 1980 there were only 97 kilometers of roads
per thousand square kilometers of land in China, compared with 230 kilometers of roads per thou-
sand square kilometers of land in India and even higher densities in South-East Asian countries.
Benziger (1993) estimated higher density in China, but still below that in India.

For a review of this literature, see Rozemberg and Fay (2019).

A number of policy documents since the early transition period outline China’s approach to user
tariffs emphasizing access and affordability, including for example the 1983 Directive “Roads and
waterways are for all to use” issued by the Ministry of Transport, and the 1988 Water Law. For a
comparative review of China’s infrastructure policies see World Bank Benchmarking Infrastructure
Annual Reports at https:/bpp.worldbank.org/.

In 2020, the total length of expressways has reached 161 thousands kilometers.

Looking at China‘s transport infrastructure, Fan and Chan-Kang (2005) document that rural roads
contribution to agricultural GDP growth was 4 times greater than that of major expressways (low-
quality rural roads generated 1.57 yuan of agricultural GDP for every yuan as opposed to 0.4 yuan
for high quality roads). Non-agricultural GDP grew by 5 yuan for each yuan spend on rural roads.
Fan et. al 2005 provide a modelling approach including investments in all types of infrastructure
(roads, irrigation, electricity, telecommunications) and estimate that roads had larger effects on
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47.

agriculture GDP (2.1 yuan per each yuan invested) than electricity (0.54), irrigation (1.8) or tele-
communications (1.9). Non-farm GDP in rural areas was particularly elastic in response to roads
(6.7 yuan per year yuan invested) and telecommunication (5.1).

The Policy Research Office of the China Labor Union (1998).

In 1980-90, 20 percent of funds to underdeveloped regions went to rural infrastructure. The share
remained roughly the same in the Seven-Year Priority Poverty Alleviation Program (1994-2000)
and the subsequent Outline for Development-oriented Poverty Reduction for China’s Rural Areas
(2001-2010). From 2010 to 2019, China’s Anti-Poverty Fund allocated more than 33 percent of the
total budget for rural infrastructure construction.
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Poverty Alleviation Strategies’

overnment policies targeted specifically to poverty reduction have played an important

role in improving the lives of the poor in rural areas. Broad economic reforms were com-

plemented by strategies, policies and programs directly targeted at poverty alleviation.
China’s poverty alleviation strategy can be characterized as “development oriented” — implying a
focus on creating economic opportunities as a means to escape poverty. It evolved from an area-
based approach, targeting poor counties and villages as a whole, to a set of interventions tar-
geted at poor households. Social protection policies for poor households (“protection-oriented”
policies) were developed as a component of this strategy and are increasingly albeit not yet fully
integrated with China’s general social protection instruments (Wang et al 2017). We come back
to this point below.

Area-based development-oriented policies and targeted poverty alleviation measures have
included special financial support and poverty alleviation funds targeting poor areas and house-
holds, and strategies for coordinated development and assistance between regions. Protection-
oriented policies have included specific programs in social assistance, social insurance, social
welfare and other targeted social policies.> However, the distinction between these two types
of policies should not be drawn too sharply, as their objectives coincide and their measures can
act in complementary ways. For example, in China, public works (a typical protection-oriented
cash or food-for-work safety program) were implemented as part of the area-focused assistance
with emphasis on asset creation (in addition to income transfers). On the other hand, some
social assistance interventions link beneficiaries of cash transfers to employment programs (e.g.
Di Bao beneficiaries able to work are referred to employment programs) and thus de-facto oper-
ate as “development-oriented®. Over time the prevalence of such integrated targeted programs
with a focus on productive inclusion has increased.? Starting in 2013, the targeted poverty
eradication campaign has combined development-oriented approaches with the expansion of
protection-oriented policies.
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Area-based poverty alleviation strategies

Poverty alleviation strategies in China went through four stages with differing focus (Liu et al
2020): relief-type poverty alleviation (1978-1985); development-oriented poverty alleviation
(1986-2006); development-oriented poverty alleviation combined with social security system
reforms (2007-2012); and targeted poverty alleviation (since 2013). The first three stages are
considered as area-based poverty alleviation strategies. The list of localities (counties) targeted
by special policy interventions has changed over time, and the design of area-based programs
was also adapted. China incrementally refined its targeting instruments, reflecting changes in
the underlying drivers of poverty: from nationwide approaches to provide basic relief to broad
regionally targeted interventions, followed by more narrowly focused programs for poor areas,
counties and villages, and finally to measures targeting specific poor households directly. At the
same time, the coverage of social protection programs was rapidly expanded.

Geographic based development-oriented poverty alleviation efforts began with the National
Poverty Reduction and Development Programs in the mid-1980s, as a response to lagging eco-
nomic growth and stagnating incomes in some Western and Central areas of the country (Freije
et al. 2019). In 1986, in the broader policy context of letting some areas and people get rich
first, the State Council’s Leading Group for Poverty Reduction (LGPR) was established “to
provide coherence to a large number of poverty reduction initiatives and, in particular, expedite
economic development in poor areas” (World Bank 2009, p.79). The LGPR identified poor
counties, primarily based on county-level average rural per capita income. Adding provincially
designated areas, the list reached nearly 700 counties (of around 2,100 counties in total in
1985) (World Bank 1992). From then on, the focus on poor counties as the unit for policy inter-
vention became an important feature of China’s poverty alleviation efforts.

In 1994, the Government introduced the “8-7 Poverty Reduction Plan”, aiming to lift the
majority of the remaining 80 million poor above the then prevailing national poverty line of
RMB 206 in 1985 prices (equivalent to 0.98 US$ per day in 2011 PPP) during a seven-year
period between 1994 and 2000. A new list with 592 nationally-designated poor counties was
established (World Bank 2001), with a focus on the mountainous regions of the country. The
programs under 8-7 plan included support for the development of farm activities and off-
farm employment opportunities (funded from subsidized loans), infrastructure development in
roads, electricity and safe drinking water using predominantly rural workers (food-for-work),
universalization of primary education and basic preventive and curative health care, establish-
ment of a monitoring system to hold local governments accountable for the use of budgetary
transfers, and the mobilization of a broad group of government and non-government actors in
a joint poverty reduction effort (see section 5 below).

The 2001-10 Outline for Rural Poverty Alleviation and Development Program further
refined the targeting criteria and expanded the scope of government support. By 2001, the
share of the rural poor population living in the poverty-stricken counties had declined from
73 percent in 1994 to 62 percent. Refining the geographical target of poverty reduction pro-
grams was necessary. The targeting shifted from counties to villages (around 148 thousand),
including some outside the list of poverty-stricken counties.* Collectively, the designated
villages covered 76 percent of the country’s rural poor. Designated villages could apply for
projects to support local production and infrastructure (including food-for-work programs,
worker training, and agri-business development including technology extension services,—see
section 3 above), but also investments in social infrastructure (schools, clinics, community and
recreation centers), with a strong participatory approach.

There are several studies that have tried to quantify the effect of these programs on targeted
areas. For instance, Park et al (2002) found that the large-scale poverty alleviation program
in 1986-92 had modest positive effect on rural income growth in targeted poor counties, and
positive spillover to neighboring counties with higher incomes, suggesting leakages in target-
ing. Wang et al. (2004) found that the 8-7 plan implemented between 1994 and 2000 allocated
more resources to poorer counties, and hence targeting aligned well with needs. In addition,
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the economic growth rate and household income growth of the designated poor counties were
larger than the national average (Wang at al. 2004). Meng (2013), using regression disconti-
nuity design, found that the 8-7 National Plan for Poverty Reduction resulted in an increase
in rural income of approximately 38 percent for counties that were in the program between
1994 and 2000 relative to other counties. Yet, there is evidence that within poor counties, poor
households may have benefited less than better-off households (Wang at al. 2004).

Beyond their effectiveness in designated poor areas, coverage of the poor through these geo-
graphically targeted programs varied over time. The share of the poor living in poverty-stricken
areas in each of the plans declined from around 75 percent in their initial year (73 percent in
1994 for the 8-7 plan, and 76 percent in the 2001 for the 2001-10 Outline) to 62-63 percent
of the total poor by the end of the programs. To address exclusion errors, new plans (includ-
ing 2011 Outline for Development-oriented Poverty Reduction for Rural Areas) refined the
list of poverty designated areas, each time going to a lower level of administrative areas (from
counties to villages). By the end of the 2000s, there was a clear need to complement area-based
efforts with a household/people-oriented approach (World Bank 2007, Box 4.1).> The expan-
sion of social protection policies in rural areas since the mid-2000s (covered in the next subsec-
tion) and the emergence of targeted poverty alleviation efforts after 2013 (also covered below)
reflected this need.

Social protection policies

Until the middle of the 2000s, the provision of basic social security, access to social services, as
well as old age income protection for rural households was the responsibility of the communes.
However, with the deepening of land reforms, changes to rural taxation and the expansion of
market-based economic activities in the countryside, the communes increasingly lost their role
as guarantors of basic social protection.® Government programs funded with budgetary trans-
fers from higher levels of government took on a larger importance. A significant part of this

BOX 4.1

China effectively used the global knowledge of
international organizations to refine its pro-poor
policies and improve data on poverty. The World
Bank, ADB, UNDP and many other International
Organizations (IOs) assisted with the refinement
of China’s methodology to measure and moni-
tor poverty, analyzing its profile and evolution
and introducing new concepts of poverty. The
World Bank’s three poverty assessments (1992,
2001 and 2009) informed the reorientation of
the government’s strategy from broad geographi-
cal targeting to a narrower focus on poor villages
and households. The ADB contributed to these
efforts with its methodological tools (such as
the multidimensional poverty index used for the

The evolution of poverty targeting: How China used international expertise

identification of poor villages?). A hallmark of the
knowledge partnership between China and the 10s
was the close collaboration with Chinese institu-
tions (China’s National Bureau of Statistics, DRC,
CASS) ensuring recommendations were embedded
in the ongoing national policy debate. The coopera-
tion went beyond technical assistance on analytical
issues into testing the practical applicability of rec-
ommendations through piloting of new approaches
to poverty reduction in projects, which the govern-
ment was able to test and evaluate, before scaling
them nation-wide. Examples of these pilots include
the multi-sectoral integrated rural poverty reduc-
tion approach, and participatory mechanisms for
project implementation.

a. In 2000 China announced a shift in targeting of its poverty reduction strategies from counties to villages. Supporting
this effort, in 2001, the ADB provided technical assistance to identify poor villages in China and created the Participatory
Poverty Assessment (PPA). In this assessment, infrastructure such as drinking water conditions for humans and animals,
power supply rates, and highway coverage were used as important identification criteria for poor villages (Wang 2007;

Tang and Liu 2020).
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expansion was direct cash transfers to the poor in the form of social assistance to protect those
who are left behind in the process of economic development. The major programs expanding
social protection to rural areas are listed in Table 4.1.

By the mid-2000s, old age poverty emerged as a new policy concern given the rapid aging
of China’s rural population, and subsidized universal pension schemes were started as pilots,
and then expanded nationwide. Between 2009 and 2013, China tripled the number of people
covered by the old-age pension system (ILO, 2016). Since 2014, the urban and the rural resident
pension schemes were unified. However, the benefit level of the resident pension remains below
half the value of the rural poverty line (Table 4.1). By 2020, almost all eligible rural population
received a basic pension and universal medical insurance package.” This provided basic income
security to the rural population.

After a series of pilots, the minimum income guarantee program (Di Bao) for rural areas was
launched nation-wide in 2007 and expanded rapidly, reaching over 52 million beneficiaries by
2010, but falling in coverage to 34.5 million by 2019. This was a fundamental change, as for
the first time the Government offered a minimum income guarantee to the eligible population
whose income was below the Di Bao line (set at the local level). Di Bao eligibility is checked
with the help of a registry of the population using a multi-dimensional definition of poverty
(income, assets, housing condition, education, health, employment). However, local fiscal con-
ditions often dictated that the rural Di Bao income eligibility line was set very low, reducing its
coverage of the extreme poor. Thus, in 2015, in around half of the poor counties the Di Bao
line was below the rural poverty line (Wang et al. 2017). In subsequent years, in conjunction
with the targeted poverty reduction strategy, Di Bao lines in all counties were adjusted to be
above the official rural poverty line. In practice, however, eligibility for the scheme remains
determined by local rules that de facto exclude most of the able bodied from receipt of the Di
Bao even if their household income falls short of the minimum standard (Golan et al 2017).
Once a household gets accepted in Di Bao, it typically gets multiple other social assistance ben-
efits listed in Table 4.1 under social assistance, such as education and medical assistance (Wang
et al. 2017).

The effects of some of these programs on poverty reduction have been studied and doc-
umented using survey data. For example, Li et al. (2017) using data from the 2013 CHIPS
survey found that public transfers reduced rural poverty by 4 percentage points (from 12.3
to 8.4 percent).® Within public transfers, contributory pensions and the new (largely non-con-
tributory) rural pension scheme accounted for half of this effect of 2 percentage points, while
the Di Bao social assistance transfers contributed around 0.6 percentage points, and various
other subsidies contributed another percentage point. More narrowly focusing on rural Di Bao,
Golan et al (2017) arrive at estimates of similar orders of magnitude. The greater coordina-
tion of Di Bao with the targeted poverty reduction campaign has improved the coverage of the
rural poor in recent years, but information platforms and administration remain fragmented
(Westmore 2017; Wang et al. 2017). Some groups like young rural migrant workers and infor-
mally employed workers fall outside the coverage of China’s Di Bao system and are also less
likely to be covered by other forms of social protection (Table 4.1). For instance, in 2017, only
17 percent of migrant workers were covered by an unemployment insurance scheme (World
Bank 2020). Low-wage migrants tend to receive no or very little support when they fall below
the urban local low-income threshold (Di Bao line)?, because the urban-rural binary social aid
system provides inadequate protection for them.

The expansion of coverage rates by social protection programs has resulted in high cover-
age by international standards. Using 2013 CHIP data from the ASPIRE portal'®, the World
Bank calculated that already in 2013 China’s coverage rate among the poorest 20 percent of
rural households of the social protection system (social assistance and social insurance) were
very high, at 76 percent. This is higher than both the average for EAP region (45 percent) and
the average for upper-middle income countries (57 percent). On the other hand, considering
solely cash transfer programs, only 18 percent of the poorest quintile are covered. Most of
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TABLE 4.1

Main Social Protection Programs in Rural and Urban China (as of 2019 or latest available data)

Social Protection
Programs

Social Assistance

Urban Di Bao

Rural Di Bao

Tekun

Medical Assistance

Disaster Relief
Temporary Assistance
Housing Assistance?
Education assistance
Employment assistance
Food-For-Work Fund

Social Insurance

Urban Employee
Pension Scheme

Resident Pension
Scheme (Social
Pension)

Urban
Rural

Urban Employee Basic
Medical Insurance

Resident Basic Medical
Insurance

Work Injury Insurance

Unemployment
Insurance

Maternity Insurance

Start year®

1997
2002

1985

2003

1978
2014
2009
n.a.
2016
1985

1993

2014- merged

20m
2009

2016-merged

2008

1997

2008

Participants/
beneficiaries

8.6 min
34.5min

4.7 min

87.5 min recipients of
subsidy;70.5 mlIn cases for
medical assistance

60 min

9.9 miIn persons

40 mlin (5 mInin rural)
91 min

54 min (mostly urban)

na
1.4 bin

465 min participants: 328
min contributors and 127
min beneficiaries)

542 min participants:381
mlin contributors and 160
min beneficiaries

24 mln participants

517 min participants

329 min participants

1025 min

254 min participants;
2 min beneficiaries (urban)

205 min participants;
5 miIn beneficiaries (urban)

214 min
participants (urban)

Spending RMB /
percent of GDP

805.3bin/0.8
percent

52 bIn/0.05 percent
112 bIn/0.11 percent

38.3 bIn/ 0.04
percent

50.2 bIn./0.05
percent

14 bIn./0.01 percent
14 bIn./0.01 percent
294 bIn./0.3 percent
138 bIn./0.14 percent
78 bIn./0.08 percent
41 bIn./0.04 percent
7566 bin/

7.6 percent

4878 bin /4.9
percent

311 bln /0.3 percent

1266 bin /1.3
percent

819bIn./ 0.8
percent

81.7 bIn./0.08
percent

133 bIn/0.13 percent

76bIn/0.07 percent

Coverage percent

1.20 percent
790 percent

1 percent

na

30 percent

63 percent

64 percent of population
with urban Hukou aged
15+

46 percent of urban and
rural population aged
15+ (when combined
with Urban Employee
Scheme, coverage is 90%)

4 percent

85 percent

74 percent

73 percent

33 percent

46 percent

55 percent

Average Benefit level/
frequency®

503 RMB/m
272 RMB/m

727 RMB/m

1123RMB/case for
inpatient assistance
93RMB/case

for outpatient
assistance

181 RMB/m

7350 RMB/y
1516 RMB/y

3302 RMB/m

average 162
RMB/m (minimum
88 RMB/m)

42090 RMB/case

Source: Freije and Zhao(2021) and authors estimations based on reports by MOCA, MOHRSS and National Healthcare Security Administration.

Note:

a. Includes Housing subsidy, Nursing Home funding, Mental Hospitals, Homes for Orphans, etc.)  Start year refers to the first pilot implementation. The full nation-
wide scale up typically followed several years after the start: e.g. for Urban Di Bao the first state Council resolution started official pilots of the program, which came
to a full scale in 2002; Rural Di Bao pilots started in 2002, and scaled up nationally to all rural areas in 2007. Unemployment insurance was operating since 1997, but the
current nation-wide set up was established in 2008. © frequency of payments refers to m- monthly (indicates the amount received by beneficiary each month during
the period of eligibility, y- represents the amount received annually, case—one-time payment amount for each case. Note: Rural official poverty line in 2019-260

RMB/month.
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the beneficiaries in this quintile were getting into social assistance through other channels:
54 percent were covered by subsidies (such as for agriculture, education, medical and housing),
and 19 percent by in-kind programs. Recent updated estimates, which considers non-monetary
forms of assistance from other sources, suggest that China has achieved almost complete cov-
erage of the poor by some form of social assistance although benefit levels often remain inad-
equate (World Bank 2021b).

At the onset of the poverty eradication campaign there was limited institutional coordina-
tion between social assistance programs and targeted development-oriented poverty alleviation,
but recent evidence increasingly points towards relatively good coordination between social
assistance and poverty reduction (World Bank 2021b; see also box 4.4 on the data exchange
between agencies implemented in Guizhou province). Despite improved monitoring of beneficia-
ries, fiscal constraints continue to determine coverage rates and benefit levels at the local level.
Unfortunately, only few studies have examined the interaction of development-oriented poverty
reduction strategies with targeted social assistance policies to better understand whether the
latter are more effective when combined with the former, or whether social transfers create
welfare dependency, as feared by some Chinese observers (one exception is Wang et al. 2017).
Such studies would also contribute to the design of poverty reduction policies going forward,
taking into account their cost and efficiency.

Targeted poverty alleviation strategy

In the past decade, China’s poverty reduction strategy was adjusted once again after the new
leadership defined poverty alleviation by 2020 as one of the top priorities. The 2011 Outline
for Development-oriented Poverty Reduction for Rural Areas and the expanded and refined
“Targeted Poverty Alleviation” strategy since 2013 marked a more decisive shift from area-
based to household-centered poverty targeting. In 2011, new areas were added to the list of
poverty-stricken counties, which reached a total of 832. By then, the previously designated
poor villages accounted for less than two-thirds of the total rural poor in the country and a
recalibration was called for.

The targeted poverty alleviation strategy aimed to help all of the remaining poor achieve
incomes above the national income poverty line and meet a set of multi-dimensional goals.!
The strategy spanned the whole process from poverty identification to poverty exit, determin-
ing whom to help, who should help, how to help, how to exit and how to avoid poverty reoc-
currence. The strategy was based on a comprehensive database of targeted households and their
specific needs, complemented with local knowledge to find appropriate solutions'?, and the
definition of clear lines of accountability for results. Instruments included policies for economic
development and income generation, relocation and resettlement, ecological protection and
compensation, education, and social protection.!® The strategy overall remained focused on
creating the conditions for poor households to find employment and a stable source of income
to lift themselves out of poverty, whilst combining this with household specific support in key
areas such as housing, skills development, health care, job search and where necessary, income
transfers.

The identification of poor households integrated “top-down” and “bottom-up” approaches.
The top-down approach included the National Bureau of Statistics determined “quotas” of
poor households both nationwide and in each province according to 2010 national poverty
standard, as a baseline for bottom-up identification. The total remaining rural poor population
was estimated to amount to around 100 million people. The quotas were broken down to each
administrative level. Under the bottom-up approach, around 800,000 officials were dispatched
to carry out “Precise Poverty Identification (Jingzhun Shibie)”. On the basis of the quota allo-
cated, each team registered every poor household whether or not they reside in poor counties.
Notably, household income ceased to be the only criterion for identification. Because local gov-
ernments often did not have accurate and reliable income records of all rural households, they
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verified household assets such as housing and durable goods to supplement the income-based
poverty line. To include all qualified households, individual provinces were allowed to register
up to 10 percent larger population than their quotas.'*

The implementation of the strategy was not always smooth. Errors of inclusion (households
identified as poor that did not need assistance) and exclusion (poor households failing to receive
adequate support) resulting from governance weaknesses in rural areas emerged early on given
the lack of reliable income survey data at the village level. This led to additional verifications
and the re-identification of poor households, as well as close supervision of declared “exits”
from poverty (State Council 2021). The latter proved particularly important in the context
of the significant incentives created for local officials to achieve poverty reduction targets
(Box 4.2). Local feedback mechanisms were also created to support top-down accountability.!?

The targeted poverty alleviation strategy was endowed with generous government funding.
From 2013 to 2020, the government steadily increased funds to meet the challenge. Allocations
from the Anti-Poverty Fund (APF) of the central, provincial, and local governments totaled
nearly 1.6 trillion yuan (Figure 4.1), including 660.1 billion yuan from the central budget.
Since 2016, the allocation of funds to poverty reduction has increased substantially, both at
the central and local level.'® Recently published estimates for 2020 indicate that central funds
for poverty alleviation reached 146.5 billion yuan, and APF from sub-national governments
reached 208.3 billion yuan, together representing around 0.35 percent of GDP. Non-budget
sources also contributed to poverty alleviation during 2013-2020, including more than 710
billion yuan in small loans, and 100.5 yuan billion in government and social assistance funds
from 9 eastern provincial-level administrative units to paired units in poor provinces. Official
estimates (State Council, 2021) suggest the total amount of assistance provided (including other
funds such as loans, financial credits and assistance from eastern provinces) may have reached
up to 1 percent of GDP in 2020, including a variety of other funds, discussed further below.

The resources of the APF are allocated to support several programs set forth by the State
Council Leading Group Office of Poverty Alleviation and Development, NDRC and other min-
istries.!” Greater horizontal coordination and synergy emerged among government departments
after the adoption of targeted poverty alleviation. Particularly, significant authority and budget
execution flexibility was given to local governments, as piloted for instance in the context of the
World Bank supported Poverty Reduction Program for Results operation in Guangxi, launched
in 2016. Unusually for local budget execution, resources associated with targeted poverty alle-
viation were pooled, allowing county governments flexibility in targeting specific local needs.

In addition, and outside the budget of the AFP, functional (sectoral or “industrial”) gov-
ernment departments have contributed to improving the standards of living in poor areas

BOX 4.2 Human resources and incentives for targeted poverty alleviation

China has relied on the personal responsibility of
officials at different levels for achieving policy goals.
The targeted poverty alleviation strategy has like-
wise relied on a system of incentives, field assign-
ments and result indicators (see Box 5.1 for a dis-
cussion of these instruments). The implementation of
the targeted poverty alleviation strategy became the
responsibility of Party secretaries at all five admin-
istrative levels (the CPC Central Committee, provin-
cial committee, municipal committee, county-level
committee, and village committee). Leadership at

these levels was monitored under a rigorous annual
evaluation conducted by upper-level agencies and
third-party institutions. Unprecedented human capi-
tal inflow from the central and upper-level govern-
ments enhanced the human capacity of impoverished
villages in a short period of time. As of early 2020,
255 thousand work teams and a total of 2.9 million
cadres from governmental agencies above the county
level and state-owned enterprises (SOEs) had been
deployed to impoverished villages and vulnerable
villages (Xi 2020).
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FIGURE4.1 Central and Provincial anti-poverty funds allocations, 2001-2020
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(including through financial transfers, centrally funded investments and the mobilization of
human resources), with total funds estimated to be well above the AFP budget itself. A par-
ticularly important mechanism of support for poverty reduction outside of the resources of
the AFP has been the twinning of rich and poor provinces and counties, a mechanism that
was formed as early as 1996 and has gained in prominence in the past five years (see Box
4.3).

Complementing the AFP and provincial twinning programs are various financial resources
from state-owned banks, commercial banks, and other financial institutions. As of the end of
2020, a total of more than 710 billion yuan of microcredit was issued, with a total support of
more than 15 million poor households (State Council 2021). All major Chinese state-owned
banks are actively involved in supplying poverty alleviation loans, supporting local SMEs as
well as entrepreneurs interested in investing in poor counties, financing local infrastructure
investments, and helping improve the financial literacy of customers from poor households. The
policy-based banks, such as the Agricultural Development Bank of China, played an important
role in setting up a matchmaking platform for attracting and facilitating investment in poor
counties. The Ministry of Finance and other departments set up an online platform, supporting
budget units of various government bodies to prioritize the purchase of agricultural products
from the 832 poverty-stricken counties.

Other enterprises, individuals, and civil society organizations have been mobilized to sup-
port the poverty elimination agenda. While it is hard to gauge the amount of resources invested
in these initiatives, it is believed that they may have grown significantly in size over the recent
years to reach an estimated 0.5 percent of GDP (WBG estimate based on State Council 2021).'8
Finally, the urban residents have been mobilized to buy products from poverty stricken counties
(Hou 2020).
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BOX 4.3 East-West Collaboration from the perspective of a poverty-stricken district
in Ningxia Autonomous Region

Ningxia, a poor province of China benefited from
East-West Poverty Alleviation Cooperation since
1996. From 1996 to 2016, one poor county in
Ningxia was paired with a county in the relatively
rich coastal province of Fujian on a two-year rotating
basis. In November 2016, the partnership between
Yuanzhou District in Ningxia and Mawei District
in Fujian was fixed for the duration of the poverty
reduction campaign. The cooperation between
Yuanzhou and Mawei covers six aspects: funding,
public servants, employment, health and education,
business and investment, and skills development.

Funding. Each year, the provincial government
of Fujian provides dedicated funding to Ningxia.
The government of Ningxia transfers the money to
each locality based on their conditions and needs.
Additionally, enterprises and twinned districts in
Fujian provide funding directly to Yuanzhou. The
amounts have increased considerably over time: from
§ million yuan in 2012 to 61.6 million yuan in 2020.
This is in addition to the 12.7 million yuan donated
by other companies and other social organizations.
The funding is used for infrastructure construction,
subsides to the improvised households, vocational
trainings, and other projects.

Public servants. Two officials from Fujian are sent
to Yuanzhou for a term of two years, to work as the
deputy head and the assistant head of the district,
funded by Fujian. Their main responsibilities are to
facilitate the cooperation and help the local govern-
ment in its efforts to reduce poverty. In 2020, 6 tech-
nical experts were also exchanged. Once the officials
and technical personnel complete their term, they
probably receive promotion. Reciprocally, officials
from Yuanzhou District are sent to work in Fujian.

Labor cooperation. Workers from Yuanzhou are
welcomed to work in factories of Fujian. The local
government in Fujian provides a one-time subsidy
of 13,500 yuan to each worker, once the person has
worked for 6 consecutive months. The government
of Yuanzhou district provides an additional subsidy.

Between January and November of 2020, Fujian
received 2972 workers from Yuanzhou, with almost
half from registered poor households.

Health care and educational support. Each year,
the Fujian government selects a team of doctors and
teachers from its public hospitals and school to work
in Yuanzhou District for 3 to 6 months. Doctors help
to treat patients that were previously untreatable by
local hospitals. The visiting doctors and teachers are
expected to be promoted to higher degree of profes-
sional titles once they return.

Business Development and Investment. To facili-
tate business exchanges, the local governments orga-
nized Fujian merchants visit to Yuanzhou to explore
business opportunities. In 2019, Rong Qiao Group,
a Fujian real estate company, invested 1 billion yuan
to build a large-scale beef processing plant, making
it the largest Fujian investment in Yuanzhou. Based
on the latest forecast, the plant could generate over
300 job opportunities. The Government also helps
businesses from Yuanzhou to sell their products in
Fujian, such as beef and lamb, wine, and other agri-
cultural products.

Training. Under the framework of partner assis-
tance, in 2018, the Fujian company SCUD Group,
built a vocational school in Yuanzhou. The school
is free for all eligible local students, with expenses
covered by the company, including lodging, food,
tuition and other fees. The government financed
part (3.2 million yuan) of the investment from fis-
cal resources transferred from Fujian, and the rest
(8 million yuan) came from SCUD. Students receive
3 years of training, including a year of internship at
the company headquarter in Fuzhou. Graduate stu-
dents are guaranteed a position at the company’s
factories, but they are not obliged to work there. As
of the end of 2020, the school had recruited 449 stu-
dents, including 269 from registered poor households.
The first batch of graduates, 44 students, are now
working in the company as full-time employees, earn-
ing an average monthly wage of 4,000 to 5,000 yuan.

Source: CIKD Background Paper on Fujian-Ningxia Partnership

Institutional innovations of targeted poverty alleviation were boosted by digital technologies
for better efficiency. Digital technologies have facilitated poverty targeting and also contributed
to improving the connectivity of poor households to markets through e-commerce and facili-
tating access to finance through new digital finance platforms (Box 4.4). China’s access to and
investment in digital connectivity, and the quality of the “analogue complements” including



POVERTY ALLEVIATION STRATEGIES1

BOX 4.4 How digital technologies were leveraged for targeted poverty alleviation

Poverty Targeting

Digital technologies improved the accuracy and
effectiveness of poverty alleviation in terms of target-
ing, selection of anti-poverty measures, implemen-
tation of assistance projects, and fund utilization.
Guizhou took the lead in using digital technologies
and an integrated data platform for poverty reduc-
tion work. The Poverty Alleviation and Development
Office of Guizhou put into use the “Guizhou Poverty
Alleviation Cloud” platform, which pooled informa-
tion from 7.48 million registered poor (as of 2012)
and applied GIS to locate the poor at village level.
It provided data updates with PC and app terminals
instead of paper forms, bringing about data shar-
ing among departments, and timely announcement
of policies and specific actions, such as matching of
employment vacancies to job seekers. More than 409
thousand users of the platform include officials of
poverty alleviation departments at each administra-
tive levels, persons in charge of local assistance, the
first secretary, and the local poverty reduction team.

The platform also records poverty alleviation
project types, start and end dates, and the number
of beneficiaries, which supports decision-making for
industry development, employment, migration and
relocation, and other assistance adapted to house-
holds’ conditions. The distribution and payment of
various subsidies and livelihood funds to each poor
household can also be searched. It presents the spe-
cific use of the central and local APF, integration
funds, and comprehensively tracks the fund use and
investment by beneficiaries. It can also screen house-
holds that do not meet the requirements of poverty
registration, and thus help to optimize the efficiency
of poverty alleviation resources use.

Inclusive Business Models of E-commerce
Platforms

E-commerce platforms have greatly lowered the
thresholds for small and micro businesses to enter
large markets. The division of labor brought by the
e-commerce industry created employment opportu-
nities for the poor in various fields including process-
ing, logistics, packaging, and customer service. More
than 5 percent of total employment in China is in
e-commerce. E-commerce platform companies like
Alibaba and JD have proactively developed inclu-
sive business models and incorporated philanthropic

programs to enhance market access, income growth,
and capacity building of poverty-stricken areas
(World Bank and Alibaba 2019). In 2019, online
retail sales in 832 poverty-stricken counties reached
239.2 billion yuan (MOFCOM 2020).2 The National
Rural E-commerce Comprehensive Demonstration
Project has contributed to the income growth of
nearly 3 million registered impoverished households
(NDRC 2018).> By 2020, turnover of products from
national-level poverty-stricken counties reached
more than 200-billion-yuan on the Alibaba plat-
form (Alibaba Group 2020). Online retailing has
created over 28 million jobs in rural China (CIECC
2018).¢ In addition, rural e-commerce also benefits
the most vulnerable groups such as women and the
elderly. From April 2015 to March 2017, 1.12 mil-
lion people from 765 national-level poverty-stricken
counties took 559 online courses offered by Alibaba,
which can be accessed from about 92 percent of the
national-level poverty-stricken counties (Alibaba
Group 20179).

Digital Inclusive Finance

The digital financial institutions established by
internet companies make use of transaction data
from e-commerce platforms to accurately analyze
the transaction behaviors of poor households or
micro businesses and portrait the credit rating. The
poor population and micro businesses in rural areas
could have access to financial services such as digi-
tal credit, mobile payment, and internet insurance.
The application of digital technology in financing
helps to provide new solutions to the “last mile”
problem of inclusive finance, contributing to lessen-
ing the impact of insufficient mortgages for the poor.
However, the accuracy of digital models in depicting
borrower risk profiles should not be overestimated,
and the roles of other actors are essential. Relevant
regulatory reforms (e.g. requiring separate license
for personal credit reporting business of fintech
conglomerates, refining personal data protection
law etc.) are underway.

The number of online banking accounts in rural
areas totaled 612 million in 2018, covering 63.22 per-
cent of the rural population®; the number of annual
online banking payments reached 10.21 billion; pay-
ment receipt services provided by banks for rural elec-
tronic transactions reached 578.34 billion yuan (The
People’s Bank of China 2019f). Financial institutions

(box continued next page)
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BOX 4.4 How digital technologies were leveraged for targeted poverty alleviation
(Continued)

cooperate with internet companies to further expand
the financial coverage of rural populations.

Since its establishment in 2015, China’s first cloud
computing-based commercial bank, MYbank, has
provided contactless loans to more than 4 million
clients in 146 poverty-stricken counties. In 2017,
JD.com launched a digital agricultural loan. Based

on a quantitative model of agricultural production
and the historical production data of farmers, it
grants credit to farmers without collaterals. In two
years, this project has collaborated with more than
100 cooperatives in Shandong, Hebei, Henan, and
others, providing loans of roughly 1 billion yuan,
with zero overdue rate. (Jiang and Liu 2020).

a. http://www.mofcom.gov.cn/article/i/jyjl/1/202006/20200602969096.shtml

b. http://www.gov.cn/xinwen/2018-04/20/content_5284269.htm#2

¢. http://www.xinhuanet.com/2018-06/06/c_1122943923.htm

d. AliResearch (Alibaba Group). E-commerce for China’s Poverty Reduction: Research Report on E-commerce for Poverty
Reduction and Inclusive Development” (BF¥EEHHPERRA——B@HASE R X BMEHRE). August 30, 2017.

e. The coverage is estimated by dividing the total number of online banking accounts in the rural area 612 million by

the total rural population of 968 million as end-2018. However, one rural resident may own more than one online

bank accounts (from different banks). It also depends on how one defines rural population (as discussed before, there

is “floating”

population that is accounted for as rural if holding rural hukou). A relevant Findex indicator is defined

as “Used a mobile phone or the internet to access an account, rural (% age 15+)”. China’s 2017 data has much lower
coverage of 35 percent.
f. http://www.gov.cn/xinwen/2019-04/02/content_5378936.htm

good transport, energy and other public infrastructure, as well as significant improvements in
human capital, are not easy to replicate in many developing countries (Luo and Niu 2019). But
China arguably has found an effective way to harness its digital capabilities for the benefit for
targeted poverty reduction.

The combined efforts of the multiple actors involved in the national targeted poverty reduc-
tion campaign had by end 2020 succeeded in eliminating “extreme poverty”. On February
25th, 2021, a new national poverty census was completed, and the eradication of absolute
poverty was officially declared.

This achievement is matched by considerable improvements in access to public infrastruc-
ture services. A total of 1.1 million kilometers of rural roads were built or improved in poor
areas. The reliability rate of rural power supply reached 99 percent (Table 4.2). The irrigation
and drainage facilities in poor areas have been greatly improved, as well as the flood control,
drought relief and mitigation capabilities. More than 98 percent of the poor villages have access
to optical fiber and 4G connectivity.!”

While the targeted poverty reduction campaign has achieved its objectives, the data needed
for a robust evaluation of its costs and benefits is currently not available. Given the sheer scale
of resource mobilization from budgetary and non-budgetary sources, the efficiency and sus-
tainability of government efforts over the past five years is of particular interest. A first explo-
ration in this direction is made by Freije and Zhao (2021). Exploiting provincial level data
from 2010 up to 2017, the authors aim to estimate the impact of public expenditure on poverty
reduction programs and social assistance. They find that economic growth had less impact on
poverty reduction in recent years, whereas anti-poverty reduction programs (funded through
central and provincial governments anti-poverty funds) had a positive effect. Nevertheless, the
effect needs further study: 10 percent increase in anti-poverty funds per rural poor brings a
poverty rate of reduction in the 0.16 to 0.77 percentage range (Freije and Zhao 2021, pp. 45).2°
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TABLE 4.2 Percent of registered poor households achieving “Three Guarantees” & Safe Drinking Water.

Compulsory
education

(% of school-
aged childrenin
registered poor
households)

Basic medical
insurance

(% of residents in
registered poor
households)

Safe housing
(% of registered

“Three Guarantees” & Safe Drinking Water
Attend school
Take education at home

Absence due to physical reasons, suspension, postponement of enroliment,
graduation from junior high school, etc.

Participate in the basic medical insurance program for urban and rural residents
Participate in employee basic medical insurance program

For newborns who are in the process of insurance enrollment, or people in a
special state of protection such as joining the army, or other conditions don't
need insurance

Current house was assessed as safety, or living in other safe houses

Realize housing safety through dilapidated building renovation policy

Registered poor households

National
impoverished
counties

98.83 percent
0.26 percent
091 percent

99.85 percent
0.14 percent
0.01 percent

43.74 percent
42.25 percent

poor households)

Realize housing safety through relocation poverty alleviation project 14.01 percent

Safe drinking water
(registered poor
households)

Water supply to home 93.67 percent

No water supply to home, but it is convenient to get water 6.33 percent
No shortage of water 99.86 percent

Water supply is basically guaranteed, but there is water shortage for a few days 0.14 percent

Other
counties

99.06 percent
0.57 percent
0.37 percent

99.74 percent
0.24 percent
0.01 percent

58.26 percent
34.70 percent
7.04 percent

84.25 percent
15.75 percent
99.95 percent
0.05 percent

Sources: Communiqué on the National Poverty Alleviation Census (No. 2) published by the National Bureau of Statistics of China (NBS) and the State Council leading

group office of national anti-poverty census on February 25, 2021.

Unfortunately, Freije and Zhao are not able to break the effectiveness of government programs
down into separate components, which would be of interest to draw more specific lessons for
policy. Moreover, the analysis is not able to incorporate data on other government programs
such as subsidized loans, or subsidies to education and agricultural inputs, that may be con-
tributing to poverty reduction. By the same token, a large share of the funds mobilized under
the government’s poverty eradication campaign have remained outside the budget system and
are not well documented, complicating further an evaluation of the campaign’s efficiency and
sustainability.

There is thus scope for more research going forward, to learn lessons from China’s success in
reaching the goal of absolute poverty eradication. This is all the more important because China
has decided to keep the levels of support to households that graduated from poverty in place
for another five years, to prevent any relapses into poverty. We return to the question of the
way forward for China’s poverty reduction efforts in Section 6. Before we do so, we examine
China’s poverty reduction in a comparative perspective to draw lessons for other developing
countries.

Notes

1. This section is based on Chapters 6 and 7 of CIKD-led report (2022) and Freije and Zhao (2021).

2. Those include, but not limited to social guarantees, which go beyond the traditional scope of social
protection and include targeted programs in health, education, and housing.

3. For global evidence on productive inclusion see https://www.peiglobal.org/

4. The World Bank’s 2001 Poverty Assessment, called for re-focusing the selection of beneficiaries
of poverty reduction programs from counties to villages, that helped to shift to the selection of
148,000 poor-villages and the introduction of community-centered programs since the early 2000s
(World Bank, 2001).
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10.

11.

12.

13.
14.

1S.
16.
17.

18.

19.
20.

“From poor areas to poor people” was the theme of the 2007 Poverty Assessment, which illustrated
that the area-focused poverty strategy (592 poverty-stricken counties) was missing a significant
proportion of the rural poor (World Bank, 2007).

In urban areas, social protection services were provided by state enterprises or other work units.
With the reform of state enterprises and the emergence of urban unemployment for the first time, the
need arose to develop government social protection policies. The efforts in urban areas preceded the
expansion of social protection to rural areas.

World Bank (2016) attributed 30 percent of all causes for households to fall into poverty in China
in the early 2000s to untreated health conditions or health related expenditures; concluding that
health-related spending was the #1 cause of poverty in China. The introduction of health insurance
coverage alleviated some of the spending pressures (with reimbursement rate for eligible hospitaliza-
tion expenses of the rural impoverished population reaching 80 percent) and considerably reduced
out of pocket spending for the poor.

. Strictly speaking, the authors calculate poverty with and without incomes from public transfers.

This means that, in the absence of behavioral response, the elimination of public transfers would
increase poverty rate by 4 percentage point. In that sense, it can be seen as an upper bound.

By 2020, in most provinces the minimum wage was twice as high as the Dibao line. Hence, formal
sector migrant workers who benefit from at least the minimum wage would be above the Dibao line.
However, a large part of rural migrants is working in informal occupations. In addition, they typi-
cally support other family members, in which case the wage may not be sufficient to cover the per
capital Di Bao standard.

ASPIRE: The Atlas of Social Protection Indicators of Resilience and Equity. http://datatopics
.worldbank.org/aspire/

These are referred to in China as the “two no-worries” and “three guarantees”. “Two no-worries”
refer to the satisfaction of essential food and clothing needs, represented in monetary terms as house-
hold expenditure above the food and non-food poverty threshold. “Three guarantees” refers to
achieving compulsory education, having access to basic medical care and safe housing. Safe drink-
ing water was later added to the list. Each county was given a financial transfer to achieve the
three guarantees. For example, the “education guarantee” includes the monetary value of govern-
ment assistance to the poor to access pre-school, compulsory primary and secondary, and general
higher education, such as subsidy for tuitions, fee waivers, boarding cost subsidies, value of school
meals provided for free and various scholarships and education grants. The monetary value of these
guarantees differed across poor counties due to the different investment needs required to achieve
universal coverage with the basic public services package. As shown in Chapter 1 of the CIKD
report (2022) ”The Process of Poverty Reduction in China”, education, health, housing and drinking
water benefits were valued at between 3000 RMB to slightly more than 8000 RMB per person per
year among 3 case study counties, Xunwu County in Jiangxi Province, Minhe County in Qinghai
Province and Daming County in Hebei Province.

Local poverty reduction teams, headed by an official with higher education and with a clear man-
date and accountability, developed the specific local approaches. These teams would often spend
several years in one location to develop local trust and understanding and adapt policy interventions
to local needs. This was particularly important for the development of local economic opportunities,
such as new production methods or the development of local processing and marketing capabilities
for agricultural products.

These five areas are referred to as the “five-batch policies™.

Working Plan on Poverty Registration, LGOPD, http://nrra.gov.cn/art/2014/4/11/art_624_14224.
html

Including establishing in 2014 the hotline ”12317” for reporting poverty alleviation problems.
Data for provincial level funds for 2020 are not yet available.

These generally include industrial development for poverty alleviation, infrastructure improve-
ment, vocal education and skill training programs for the poor, subsidized loans and related
management fees. Each province formulates the detailed lists according to local conditions

State Council White paper on Poverty Alleviation: China’s Experience and Contribution. See: http://
english.www.gov.cn/archive/whitepaper/202104/06/content_WS606bc77ec6d0719374afc1b9.html
Up to the end of 2021, all villages have access to broadband connections.

The coefficient on APF is also insignificant though this may be due to the small sample size.



Implications of China’s
Poverty Reduction

hile China’s rapid economic growth benefited from some favorable initial conditions

(including a relatively well-educated and healthy population, low fertility rates, high

savings rates, and equitable land distribution), the story of poverty reduction follow-
ing economic transformation is not unique to China. Indeed, the policy lessons emerging from
this experience are consistent with those from other high growth episodes in East Asia (such as
Japan, Korea, and Singapore). These include a focus on education, outward orientation, public
investments in infrastructure, macroeconomic stability, and structural policies broadly consis-
tent with comparative advantage and supportive of competition (World Bank 2009 on economic
growth, and Ravallion 2009 and Ravallion 2011 on its importance for poverty reduction). The
beginning of reforms in agriculture, using the gains in productivity and incomes as a catalyst to
drive a subsequent labor-intensive industrialization and urbanization process offers an impor-
tant lesson in the sequencing of development processes, of broader application to low-income
countries.

China’s experience echoes that of other East Asian countries in two other aspects. The first
is China’s preference for development-oriented poverty reduction over redistribution. This pref-
erence is grounded in the belief that employment creation should be the main driver of poverty
reduction. Specific policies directing sizeable transfers to poor areas and - later - to poor people
emerged 10 years after the start of the reforms and took prominence in the last decade, as the
country’s poverty rate fell below 10 percent. Nevertheless, and despite the recent expansion,
social transfers have low benefit rates and the bulk of assistance is provided in kind. Social
insurance coverage is wider but benefit levels for non-contributory programs are still relatively
low. Instead, China as other countries in East Asia has spent large public resources on infra-
structure investments to improve connectivity and support investment and job creation. This
strategy has served China well up to its present level of income. But like the “East Asian tigers”
before, China will need to find new drivers of growth going forward, and as the economy shifts
towards innovation and services, the role of social protection systems to encourage risk taking
and cushion those left behind by rapid structural change is likely to increase.
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Second, China as Japan, Korea and Singapore has been endowed with a “capable and effec-
tive government” (Ravallion 2009; Bikales, 2021). This is reflected in the ability to articulate
credible policy commitments, to effectively coordinate decisions by various government depart-
ments and to mobilize a variety of social actors to support a national goal. China’s various
poverty reduction campaigns illustrate these mechanisms well and show how the underlying
functions of China’s governance institutions are quite similar to those of other successful devel-
opment cases, even if the policies and the historical context are different (see and for a compre-
hensive treatment of these issues, see World Bank, 2017).

On the other hand, the policy context in which the economic transformation took place
clearly differed between China and its peers. In part this reflects China’s size and diversity,
which led to a greater emphasis on gradualism with experimentation and policy discovery as a
result of inter-provincial competition (rather than central policy design). In part it reflects cau-
tion against relinquishing government control too much or too quickly (Naughton 2018).

China’s ability to experiment and learn from pilots has clearly been an important advan-
tage to create conditions for adaptation. The gradualism adopted by China in reforming the
economy (associated with Deng Xiaoping saying “Crossing the river by feeling the stones”)
was reflected in the incremental approach towards the liberalization of agricultural and indus-
trial product markets, the managed approach towards migration and urbanization and a much
larger role for the state in ownership of key assets and the allocation of resources than in
other market economies. China’s vastly different initial conditions complicate the comparison
with other cases of economic transition, such as in the former Soviet Union or Eastern Europe
(Raiser 1995). Nonetheless, gradual reforms, consistent with a growing role for competition
and markets, may have facilitated the adaptation of business and people to the scale and speed
of China’s economic transformation. The persistent efforts needed to convince farmers to adopt
new production technologies as described in Box 3.2 may serve as an example.

Cautious reforms were complemented with experimentation, allowing the country to adjust
policy when faced with evidence that it was not working (Kanbur and Zhang 2009, Ang
2016). Local policy autonomy (inherited from the pre-reform era) served as an incentive for
local institutional innovations in an arrangement known as “experimentation under hierar-
chy” (Heilmann 2008) or “directed improvisation” (Ang 2016). The introduction of the HRS,
reforms of the TVEs and the creation of the SEZs all started as part of successful local pilots
later scaled up nationwide.

One of the emerging lessons from China’s experience is the importance of building targeted
support on the foundation of robust evidence. In the 1990s, this involved the use of house-
hold budget surveys to identify poor counties and later villages and target development efforts
accordingly. In the most recent targeted poverty reduction campaign, China started with a
comprehensive survey of its poor households, which allowed resources to be directed to where
they would have the biggest impact, differentiating among households in terms of the most
binding constraints to improving their economic opportunities. The census represented a cen-
tral element of the coordination and implementation of government policies at the local level
and in principle allowed regular monitoring and evaluation. This element of China’s approach
could be further strengthened by allowing more outside researchers to access and analyze the
vast data collected in China’s poverty registry.

Some specific policies chosen by China to tackle the social dimensions of the economic trans-
formation continue to be hotly debated among development economists, therefore the implica-
tions for other countries remain unclear. These include, among others, issues such as China’s
urbanization policies (specifically the role of the hukou). An evaluation of these policy choices
was not part of the scope of this study. Suffice to add a few retrospective reflections.

Managed urbanization was an objective of China’s policy makers early on. The intention
was to limit the growth of large cities to avoid the emergence of urban poverty through the
uncontrolled development of slums, whilst at the same time providing sufficient opportunities
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BOX 5.1 China’s poverty reduction policies as a case study in pro-poor governance?®

It has long been recognized that a capable, credible
and committed government is key to the success of
development strategies. The 2017 World Develop-
ment Report (World Bank, 2017) aims to break
down the core functions of effective governance to
draw lessons for development. Its main message is
that effective governance institutions deliver three
core functions: credible commitment, enhancing
coordination, and inducing cooperation. All three
core functions were present in the design and imple-
mentation of China’s poverty reduction efforts,
which represents an interesting case study of effec-
tive governance.

First, the credibility of government’s commit-
ment to poverty reduction was signaled early on,
with clearly defined targets and the creation of the
Leading Group on Poverty Reduction to oversee
progress and create accountability at the highest level.
When it became clear that economic growth alone
would not suffice to reach the last mile of poverty
reduction, President Xi declared the eradication of
absolute poverty to be one of his “3 decisive battles”
and is set as a key target of the 13™ Five-Year Plan
(2016-2020). With this rallying call it became clear
that failure was not an option (Freije et al. 2020).

Second, the use of incentives played a very impor-
tant role in facilitating coordination across different
levels of government. Over the past decade, the mem-
bership of the Leading Group on Poverty Reduction
has been expanded to include all the Central
Ministries and Departments reflecting the impor-
tance placed on inter-departmental coordination.
While the central government through the Leading
Group provided broad guidance, local officials were
given wide latitude to experiment and indeed com-
pete among each other (Ang 2016, Heilmann 2008).
Clearly defined reward and accountability mecha-
nisms, with a strong performance management
system, ensured that cadres aligned personal goals
with central priorities (Xu 2011). Career promotion
of local officials depended on their performance in
terms of achieving predefined outcomes (e.g. eco-
nomic growth, social stability, or poverty reduction).
With the launch of the poverty reduction cam-
paign, poverty reduction targets in the “designated
poor counties” became one of the top performance

evaluation criteria for local officials, with poverty
reduction management teams delegated from higher
levels of government to poor villages and counties
with the exclusive task to work towards the goal and
monitor and report on progress made. While there
have been reports of local collusion, fraud and diver-
sion of resources, tight supervision and unannounced
inspections from higher levels have on the whole
ensured strong compliance. Fiscal incentives rein-
forced the performance management targets, encour-
aging local governments to mobilize the resources
necessary to achieve their goals. Poverty reduction is
one of the few areas where China has experimented
with programmatic budgeting, allowing the gov-
ernments of 832 poverty-stricken counties to pool
resources across several departments and prioritized
in line with local requirements (World Bank, 2018b).

Third, China has adopted a whole-of-government
and whole-of-society approach, particularly in the
latest phase of the poverty eradication campaign,
which has inducing cooperation across government
and non-government stakeholders. The poverty
reduction campaign (like the COVID-19 contain-
ment efforts more recently) is a good example for
China’s approach to social mobilization, including
cadres at all levels, state and privately-owned enter-
prises, academic institutions etc. These stakehold-
ers were encouraged to make substantial financial
and human resource contributions to the poverty
reduction campaign. Participation is perceived as a
patriotic duty (Freije and Zhao 2021). One example
of this social mobilization and induced cooperation
across stakeholders is the “East-West Cooperation
for Poverty Reduction” described in Box 4.35.

While the governance functions exemplified by
China’s poverty reduction efforts can be applied to
many development contexts, the specific institutions
developed in China are arguably unique. For exam-
ple, few countries would have the mobilization
capacity of party cadres at all levels of govern-
ment. Moreover, China’s governance mechanisms,
while effective at reaching specific targets, such as
economic growth or poverty reduction, confront
challenges when dealing with multiple objectives,
requiring trade-offs across priorities (DRC and
World Bank, 2019).

a. The box builds primarily on Chapter 9 of CIKD-led report and World Bank (2017).
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for the rural poor to improve their incomes (and those of their families remaining in the village)
through migration. Critics of these policies point to the human costs it generated, the potential
negative impact on social mobility and equality of opportunity it had, and the underutilized
potential of agglomeration economies in China’s large cities (World Bank 2014). In the absence
of a credible counterfactual, the question of whether the benefits of China’s restrictions of
population movements have exceeded their costs needs to remain open. As the pressures to
migrate have receded, the restrictions have been progressively lifted. Even if the hukou has
played a positive role in coordinating the pace of urban migration and job creation and reduc-
ing the pressure on urban services in the past, in the face of the economic inequalities that it
risks perpetuating, the time may have come to lift it altogether.

China has relied heavily on public investment in infrastructure to support long-term develop-
ment and to boost the economy during downturns. The evidence presented in this report points
to significant positive spillover effects for all sectors of the economy and for poverty reduction.
However, with significant service gaps remaining in rural areas, particularly with respect to
health care and education services, the bias in local government incentives towards investments
in hard infrastructure to boost growth and the reliance on land-based financing vehicles argu-
ably perpetuates a misallocation of fiscal resources that could be costly in the long-term (DRC
and World Bank 2019). The environmental footprint of China’s infrastructure explosion adds
to concerns that the country will need a different, more services-oriented growth model going
forward. The challenges of managing the transition to a greener and more inclusive develop-
ment path and the implications for poverty reduction and social policies are examined in the
final section of this synthesis report.



The Way Ahead

hina has come a long way from a low-income, predominantly agrarian economy to the

upper middle-income industrial powerhouse that it is today. Over the past four decades,

the definitions of what it means to be poor in China have been continuously adapted to
the changing economic reality, and policies to address poverty have correspondingly shifted.
Looking ahead, China’s economy faces major new structural changes that will require the coun-
try’s approach to poverty reduction to change yet again.

In this section we explore three themes that are likely to shape the debate over poverty
reduction going forward: (i) the future patterns of growth and structural changes, including
the shift to a service economy, the growing role of domestic consumption, the need for adjust-
ments to reach China’s net zero carbon commitments, and the projected rapid aging of China’s
population; (ii) the evolution of China’s poverty standard as incomes rise further; and (iii) the
integration of China’s poverty reduction policies with China’s social protection system more
generally, to account for poverty risks stemming from the increasingly transient nature of
employment in a modern economy and the need to support and facilitate the rapid structural
changes that lie ahead.

China’s past lessons provide some orientation for the future. But China will do well to con-
tinue to study the experience of today’s advanced economies when they were upper middle
income. One lesson from that experience is clear: whether the resulting prosperity is shared
and benefits the worse off as much as the better off remains a key yardstick for development
success.

New drivers of growth and poverty reduction

The process of economic transformation and urbanization in China has not completely run its
course. The share of agriculture in employment remains high, while the rate of urbanization is
relatively low, especially once expressed as a share of the population in large mega-cities. Some
potential thus remains for further productivity gains via reallocation of labor across sectors and
locations.
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Nonetheless, China will not be able to rely on the same drivers of growth to boost incomes
further and achieve lasting improvements for the less well-off among its citizens (DRC and
World Bank, 2019). Increased levels of debt, concerns about the environmental footprint of the
past growth model and the diminishing pool of available labor resources due to rapid popula-
tion aging dampen growth prospects going forward. Growth can no longer rely on capital
deepening, and low wages, to the same extent as in the past—future increases in productivity
will need to come from innovations and the greater diffusion of new technologies. In other
words, the Chinese economy needs to rebalance from an investment and export-led model
based on labor-intensive manufacturing towards one led by domestic consumption, services,
and increases in productivity. In China, currently the share of services in consumer demand
is around 40-41 percent for those in the bottom 40 percent of household incomes but rises to
51 percent in the top decile. In contrast, in upper middle-income and high-income countries,
health, education, entertainment, transport and communication, housing and other services
make up on average between 70—80 percent of private household consumption. There is thus
considerable scope for moving to high value-added services as the new engine of income growth
and job creation. The policies needed to support such a shift are also different, requiring greater
liberalization and competition in the services sector, the harnessing of the full potential of
China’s large cities as hubs for service-based innovation, and the improvements in skills, includ-
ing to adjust to the coming digital age.

The required structural shift in China’s growth model will receive an additional impetus
from the imperative to scale up climate action. China has made a clear commitment to achieve
the emission peak by 2030 and reach carbon neutrality by 2060. This represents a major policy
shift with near-term ramifications. Achieving a greener, more sustainable China in turn implies
a deep economic and social transformation that will not only affect the use and management
of China’s natural assets but induce a reallocation of all factors of production, transforming
the structure of demand (consumption) and supply (production). Incidentally, a move towards a
more service-based economy would support a reduced carbon footprint, but cities, as the hubs
of service-based innovation, will need to plan for a zero-carbon future. While decarboniza-
tion entails transition risks and costs, it also presents an opportunity to spur innovation, job
creation and growth. Reforms can be poverty-reducing and equity-enhancing if the necessary
mechanisms are put in place. Policies to ease labor mobility, strengthen social safety net, and
provide alternative sources of income to those affected by the transition can play a central role.
Carbon emission trading system could reduce the emission in market-based approach with a
declining cap.

China’s aging workforce points to the importance of deepening the accumulation of human
capital. The dramatic reduction in the dependency rate due to falling fertility contributed sig-
nificantly to poverty reduction over the past decades. Yet, the demographic window has been
closing since 2010. The size of the labor force has already started to shrink nation-wide, and
aging is happening earlier and faster in rural areas. Based on current trends, by 2050 the demo-
graphic dependency rate in China will reach 67.3 percent of the population, which is above the
projected US level of 63.7 percent for the same year. The new generations will have to sustain
economically and socially the growing aged population. The increase in old age dependency
will start to put a break on rural poverty reduction, unless social policies are adjusted to miti-
gate this effect.

With average working hours declining (a trend observed in all countries as they develop),
and with the end of the demographic dividend, to maintain its labor input China will need to
look to increase labor force participation and increase the quality of the workforce. There is
scope for both, especially as labor conditions and wages improve. Despite the priority Chinese
policy makers attach to human capital formation, significant challenges remain. The gap in
the quality of education between poor rural and richer urban areas is wide. Despite equaliza-
tion transfers, differences in local revenue mobilization are driving education budgets at the
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school level. Closing the gap will require investments in education especially in rural areas.
In addition, as most of the workforce is already out of school, reforms to promote adult educa-
tion and retraining programs such as night-school diplomas and ‘life-long learning’ to allow
workers to upgrade their skills are also required.

Defining new standards and policy objectives for a prosperous China

It has been known since Adam Smith that what constitutes poverty is ultimately a function of
the society a person lives in.! The World Bank’s absolute poverty line of US$ 1.9 per day in
PPP is derived from the national poverty lines of the poorest countries in the world, represent-
ing the cost of a minimum daily calorific intake and the computed needs for basic shelter and
clothing in these societies. The idea is that this line can be viewed as an absolute minimum
threshold for defining poverty in all countries (World Bank 2018). As countries grow richer,
however, this standard is no longer adequate to measure poverty or determine appropriate lev-
els of assistance. Accordingly, national poverty lines tend to increase with growing per capita
income (Joliffe and Prydz 2016). China adjusted its own poverty line three times over the past
40 years to the present level of US$2.3 per day. Globally, to take these shifts into account, the
World Bank has since 2016 recommended the use of three different internationally comparable
poverty lines that are typically found in low income, lower-middle income and upper middle-
income countries. For the latter, the recommended internationally comparable poverty line is
US$ 5.50 per person per day (in 2011 PPP).

In other words, China’s journey in poverty reduction did not end with the eradication of
absolute poverty in 2020. With the adoption of a concept of poverty better suited to a “mod-
erately prosperous” society, some 200 million people would still require support to realize
improved living standards. A key policy decision will be how to set the new poverty standard.
There is no unique way of doing this. Some countries use a higher absolute poverty line based
on the cost of a basic needs (the United States’ poverty line, for instance, is set at $21.7 a day in
2011 PPP), others prefer relative poverty lines (most of the European countries set their mini-
mum living standard as 50 or 60 percent of the median disposable income), and some countries
use multidimensional poverty measures (as in Mexico, combining monetary and non-monetary
dimensions).

The shift towards a higher poverty standard will have implications for the nature of gov-
ernment policies. First, with a higher threshold, the growth of employment opportunities and
labor incomes is likely once again to become a key driver of poverty reduction. Indeed, between
2007 and 2018 almost one third of poverty reduction if measured at the higher line of US$5.5
per day was due to increases in labor income. By contrast, for the extreme poor, labor income
made an insignificant contribution to poverty reduction. Second, the inclusiveness of economic
growth will matter a lot for the future path of poverty reduction. The first three decades of
reform and opening up in China were accompanied by rapid increases in inequality. In the past
decade, the trend towards rising inequality has begun to turn around (Kanbur, 2018) as rural-
urban wage gaps have declined, and poorer regions have grown faster on average than richer
ones. However, this reversal has been earned at the cost of huge capital investment, not all of it
productive (World Bank, 2020), and inequality levels remain high, for an aspiring high-income
economy. Additional policy efforts may thus be needed to sustain the decline in inequality.

It should be noted that policies that address the root cause of the prevailing inequality can
not only support poverty reduction but also economic growth. At the time Japan, United States
and Korea became high income economies, the share of national income going to the top
10 percent was significantly lower than what it is now in China (Dixon and Gill 2021). A larger
share of income for the bottom of the distribution could spur a more consumption-based
growth model, as poorer households tend to spend a larger share of their marginal income. In
addition, a more equal distribution of economic opportunities would ensure that China loses
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less of its human capital potential at a time when its labor force has started to decline. Closing
gaps in access to quality public services will be key to ensuring equal economic opportuni-
ties and increased social mobility for future generations. In addition, progressive tax systems
can play an important role in addressing inequality and relative poverty, as they do in OECD
countries. A recent study showed that the personal income tax in China is, indeed, equalizing.
But its effect on inequality is minor (Lustig and Wang 2020). Progressive personal income tax
accounts for only 5 percent of revenue in China, while yielding close to 15 percent on average
in the OECD.

Coordinating pro-poor development policies and
social protection programs

The Chinese authorities are well aware of the challenges lying ahead to sustain the gains in
poverty reduction. At the beginning of 2021, the government announced a strategic shift
from poverty alleviation to rural revitalization, transforming the key institution, the LGPR
into the National Rural Revitalization Administration. In adopting this approach, the govern-
ment has confirmed the priority it continues to place on the social and economic vulnerabilities
experienced by China’s rural population. Concerned with the persistently high rural-urban
income gap, the rural revitalization strategy focuses both on modernizing China’s agriculture
to boost agricultural productivity growth and make it environmentally more sustainable, and
on modernizing the rural economy in general, including through improved public services and
the creation and retention of non-agricultural rural jobs. To buttress the commitment to the
rural areas and households that only recently rose above the absolute poverty threshold, the
authorities have committed to maintain funding levels provided during the poverty eradication
campaign for a transition period of five years. This commitment will ensure that the rural revi-
talization strategy is adequately resourced with central and provincial government transfers in
the face of still very limited own fiscal resources in rural villages and counties.

While the continued focus on rural areas is clearly justified, living standards in urban areas
also need to be closely monitored. Nationwide, around one third of the poor in 2018, identified
using the US$5.50 poverty line, lived in urban areas, and this share is increasing. Therefore, the
emphasis on rural revitalization should be complemented with efforts to support job creation,
and strengthen social protection mechanisms for the urban poor, including many informal and
migrant workers for which consumption poverty is significant (Guo et al 2018). The required
policy mechanisms will differ between the rural and the urban poor, as the latter tend to be
more integrated into the modern economy, and face different types of shocks, such as tempo-
rary unemployment, loss of shelter, and additional spending needs, such as on public transport,
shelter, as well as education and health services for those without urban hukous. At the same
time, their poverty spells may be more transient than structural, requiring more limited periods
of assistance to bridge temporary difficulties and prevent a downward spiral.

The changing profile of China’s poor during the next stage of development highlights the need
to better integrate targeted poverty reduction and institutionalized social protection policies.
As shown in section 4, while the coverage of social safety nets in China has broadened signifi-
cantly, informal and migrant workers fall outside most government support policies and thus
remain highly vulnerable.? Social assistance programs such as the Di Bao could help here. They
mobilize a similar fiscal effort (about 0.2 percent of GDP per year) as targeted poverty allevia-
tion (which cumulatively over 2013-2020 amounted to 1.5 GDP - see State Council 2021) and
focus on the same beneficiaries in terms of income. However, the National Poverty Registry
managed by LGPR and the Social Assistance Registry managed by the Ministry of Civil Affairs
(MOCA) remain separate. During the targeted poverty reduction strategy, efforts were made
at the local government level to triage information obtained from both databases (as discussed
for the case of Guizhou in Box 6, for example), but these remained partial. The emphasis on
the “dynamic monitoring” of population living conditions going forward will require deeper
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integration. Such integration could bring efficiency gains that would help increase the adequacy
of social protection benefits more generally, particularly for rural pensions, which despite rapid
growth in coverage, remain at a fraction of the rural poverty line.

A more integrated social protection system would also protect households in both urban
and rural areas better from shocks. The government’s response to the COVID-19 epidemic has
offered an opportunity to explore the new avenues for social policy. China has made unprece-
dented efforts to provide protection from vulnerability to migrants living and working in urban
areas, covering them with income support to compensate for lost wages. Removal of financial
barriers to health care access during the COVID-19 mitigation effort benefitted both individu-
als and communities. These policy innovations made in times of crisis provide useful experi-
ences for the possible way forward for China’s post-2020 poverty alleviation agenda

Notes

1. In Adam Smith’s time, a person was considered poor if she could not even afford a linen shirt.

2. The processes of assessing exclusion error in the existing registries themselves may benefit from an
evaluation. While a lot of efforts at the local level is deployed to keep them dynamic and up to date,
more evidence can help to further improve them.
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Conclusions

hat has China achieved? Over the past 40 years, the number of people in China with

incomes below US$ 1.9 per day—the World Bank’s absolute poverty line—has fallen

by close to 800 million. With this, China has contributed more than 70 percent to
the global reduction in the number of people living in extreme poverty. China’s poverty reduc-
tion is historically unprecedented in speed and scale. Although China has eradicated extreme
poverty, a significant number of people remain vulnerable with incomes below a threshold more
typically used to define poverty in upper-middle income countries. Thus, it may take some years
to consolidate the progress of poverty reduction

What were the drivers of China’s poverty reduction? China’s poverty reduction story is
primarily a growth story. Rapid economic growth since the launch of reform and opening
up in 1978 can partially be attributed to favorable initial conditions, including a relatively
well-educated and healthy population, low fertility rates and equitable land distribution. China
shared some of these characteristics with other fast-growing economies, particularly those in
East Asia, and to some extent the pace of poverty reduction since 1980 reflects China catching
up with regional peers.

China’s rapid and sustained economic growth has been accompanied by a broad-based eco-
nomic transformation. Reforms began in the agricultural sector, where the poor could benefit
directly from improvements in productivity associated with the introduction of market incen-
tives. The development of low skilled labor-intensive industries provided a source of employ-
ment for workers released from agriculture. Urbanization helped migrants take advantage
of the new opportunities in the cities and migrant worker transfers boosted household incomes
in townships and villages as well. Public investment in infrastructure improved living con-
ditions in rural areas but also connected them with urban and export markets. Reforms in
all these areas were incremental, which may have helped businesses and the population adjust
to the rapid pace of change. When the poverty headcount dropped below 10 percent of the rural
population, targeted poverty alleviation and social protection systems started playing a more
important role. After 2013, concerted policy efforts to reach the last mile involving substantial
government transfers as well as the mobilization of resources from a variety of stakeholders
contributed to the eradication of extreme poverty.
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What could China offer for the global poverty reduction efforts? China’s success in pov-
erty reduction holds lessons both at the macro and micro levels. First of all, China’s mac-
roeconomic growth trajectory mirrors key findings of comparative work on sustained high
growth. The ingredients of success in those developing countries that have grown 7 percent
or more per year for over 25 years include an emphasis on human capital accumulation,
outward orientation, public investments in infrastructure, macroeconomic stability, and
structural policies generally consistent with comparative advantages and supportive of com-
petition (World Bank, 2008). China’s sequencing of reforms, beginning in agriculture where
the biggest immediate productivity and income gains could be achieved also mattered. Of
course, good ingredients do not on their make for a tasty dish. The second macro-level lesson
therefore is that China fashioned policies consistent with the above principles to fit its specific
institutional context. For China, high level commitment to growth, development and poverty
reduction has played a key role in policy coordination. China’s use of performance incentives
and targets to drive policy implementation while at the same time allowing for significant
local experimentation and entrepreneurship to achieve macro policy objectives provides an
important case study in effective governance.

At the micro-level, China’s experience offers a number of lessons: how to use agricultural
extension as a driver of technological progress in on and off-farm production, how to leverage
the power of e-commerce together with a strong domestic logistics network to integrate rural
areas into urban supply chains, how to finance connectivity and urban development based on
the rising value of land that comes with economic transformation, and how to use repeated
survey evidence to identify poor regions and households and target government interventions
according to needs. Some of these micro-lessons are summarized in the boxes throughout this
synthesis report, others are contained in the case study background papers, yet others have
been captured in the existing literature (Ravallion, 2009; Liu at al. 2020). However, much
remains to be done to better understand not just the what but the how to of China’s successes
and thereby help other countries benefit from China’s lessons.

What lessons does China’s past offer for the future? The eradication of extreme poverty
is not the end of China’s poverty reduction agenda in a broader sense. The China’s govern-
ment has renewed its commitment to sustaining past gains through the adoption of its rural
revitalization strategy with the objective of bringing common prosperity to both urban and
rural areas and further integrating their respective economies. Against this background, it is
likely that China’s policy towards poverty reduction will remain development-oriented and
emphasize the creation of jobs and economic opportunities over the provision of social welfare.
The adoption of a higher poverty threshold more in line with China’s current average level of
per capita income could be part of this approach, as it would once again make rising wage
earnings a key driver of poverty reduction. To ensure equal opportunities for all in the face of
rapidly changing labor market, the remaining gaps in access to quality services (in particular,
education services) would need to be closed. The integration of targeted poverty reduction
efforts with China’s existing social assistance instruments could bring further efficiency and
help mitigate the risks for the most vulnerable associated with the expected continued economic
transformation towards a greener, more urban and more service-oriented economy.

Where are the directions for further research of China’s poverty reduction? An evaluation
of China’s targeted poverty alleviation experience in recent years would benefit from further
analysis of individual policy interventions and their interactions to better understand not
just the effectiveness but also the efficiency and sustainability of the program. An analysis
of the costs and benefits of policy intervention would also be warranted in a broader sense,
helping to systematically account (suan da zhang in the Chinese term) for factors such as the
impact of infrastructure investments on poverty reduction or the merits of the hukou system
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and China’s managed urbanization policies. In all these areas, active exchanges between
researchers within and outside of China, and between academics and policy makers should
be encouraged, and the data needed for high standard empirical work should be made more
widely available. This will help ensure that China’s poverty reduction achievements get the
attention that they deserve.
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Annex: Key Household Surveys

hroughout the report, several sources of information on household and individual’s well-
being are used, some of them used extensively by the authors of the background papers.
This annex describes their main characteristics.

National Survey of Household Income and Expenditure and Living Conditions. Collected
by NBS, this is the survey used for obtaining information on income, expenditure and liv-
ing conditions of urban and rural residents. The samples are distributed in all urban areas
and one-third of the country’s urban areas. Until 2012, NBS implemented separate urban and
rural household survey. In 2013, they were integrated into a single one. The sampling frame
changed, from relying on registration (hukou) to be based on population census. With this
change, rural migrant workers that have been working and residing in a city over six months
in a row were reclassified as being members of the urban population. Households record infor-
mation in income and expenditure using a diary for a full year. The survey is used to measure
key indicators such as average disposable income, per capita expenditure, poverty incidence in
rural areas, Gini coefficient, among others. The main results are presented in China Statistical
Yearbook and China Household Survey Yearbook, published yearly by NBS> For more infor-
mation, see http://www.stats.gov.cn/tjzs/cjwtjd/201308/t20130829_74325.html

National Rural Poverty Monitoring Survey. NBS also carries a similar household survey
in rural poverty-stricken areas identified in the “Outline of China’s Rural Poverty Alleviation
and Development (2011-2020)”. The purpose is to reflect the poverty situation in contiguous
poverty-stricken areas and key counties in poverty alleviation and development work, and com-
pare the income growth, infrastructure, and basic public services of rural residents in poverty-
stricken areas and the country. The results are reported in the annual China Rural Poverty
Monitoring Reports, produced by NBS

RCRE Household Panel Survey (National Fixed-Point Survey), carried out by the Research
Center for Rural Economy, Ministry of Agriculture in China. It is a nationally representative
household survey that has been collected continuously since 1986. The survey collects detailed
household-level information on incomes and expenditures through a daily diary, as well as
information on education, labor supply, asset ownership, landholdings, savings, formal and
informal access to credit, and remittances. Because of its structure, the survey allows to have a
long panel of villages across rural China.
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Rural-Urban Migration in China (RUMIC) is a longitudinal survey, conducted annually
since 2008. It was initiated by a group of researchers at the Australian National University, the
University of Queensland and the Beijing Normal University. The survey collects data about
migrants’ health, education, employment, social networks, household income and expenditure,
housing conditions, and place of origin. The annual sample size consists of 5,000 migrant
households living in 15 cities across 9 major provinces with the highest level of rural to urban
migration. For more information see https:/sdc-iesr.jnu.edu.cn/wome_16220/main.htm.

China Household Income Project (CHIP). The project is part of the activities carried out by
the China Institute for Income Distribution of Beijing Normal University. The CHIP survey is
implemented by a mix of research institutions and academics in coordination with NBS. There
are 6 rounds (1988, 1995, 2002, 2007, 2013, 2018) covering rural and urban areas. The survey
is representative at the urban/rural level and regional level (4 regions). CHIP surveys are a good
alternative to official data when microdata is not available, particularly if the aim is to cover a
long period of time. They are a sub-sample of the official rural, urban and integrated household
surveys described above. Households are revisited to implement the CHIP questionnaire which
captures rich information on hukou registration, education, social insurance, employment
and job characteristics, retirement conditions, education and occupation of parents of head of
households, as well as subjective well-being. For more information see, http://www.ciidbnu.org
/chip/index.asp?lang=EN, Gustaffson, Shi and Sicular (2008) and Li, Sato and Sicular (2013).
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