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1. China’s poverty reduction record over the last quarter century
has been remarkable
China has experienced unprecedented rates of economic growth over the last quarter
century. The rapid growth has resulted from the series of market-oriented reforms that
China adopted as it transitioned from a planned economy to a market-oriented economy.
Key reforms have included the introduction of the Household Responsibility System in
agriculture in the early 1980s, creation of a conducive environment for the rise of
Township and Village Enterprises in rural areas, which up to the mid-1990s grew rapidly to
absorb a large share of the rural labor force, restructuring of the state industrial sector in
the late 1990s, and the opening up of the economy to global trade and investment. And
this growth has been accompanied by, and arguably central to, a dramatic reduction in
poverty over this period (Figure 1.16).
Figure 1.16 : China’s record of poverty reduction and growth over the last quarter century has been
remarkable
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Sources and notes: Estimates for consumption poverty are in terms of the World Bank poverty line (also equivalent to $1.08 per
person per day in 1993 PPP dollars) using per capita consumption for all years (see Box 1.1 for further details) . Consumption
poverty estimates prior to 2001 are based on World Bank calculations using grouped consumption distribution data for rural and
urban China for select survey years; for 2001, 2003 and 2004, these are based on World Bank calculations from the NBS Rural and
Urban Household Surveys. Estimates for income poverty up to 2001 are based on rural and urban poverty estimates from
Ravallion and Chen (2007) and are in terms of the basic-needs line estimated there; for 2003 and 2004, income poverty estimates
are based on World Bank calculations from the NBS Rural and Urban Household Surveys. The national income and consumption
headcount rates are derived as population-weighted averages of rural and urban headcount rates, using rural and urban population
shares consistent with the sampling frame for the NBS Household Surveys. For further details on the population numbers, also see
Box 1.4. The official headcount rate is from NBS (2005a) and gives the proportion of rural population below the official poverty line.

a. The incidence, depth and severity of poverty have declined dramatically both
according to official poverty estimates and by international standards
The decline in poverty in China over the last quarter century is evident across a number of
alternative approaches to measuring poverty—whether in terms of the official poverty or
by international standards, in terms of income or consumption, and whether in terms of the
absolute number of poor or the incidence, depth and severity of poverty. (The choice of
welfare measures and poverty lines is discussed in Box 1.1).

China’s poverty reduction record

3

Between 1981 and 2004, the fraction of the population consuming less than a dollar-aday fell from 65% to 10%
China’s official poverty line—the per-capita standard by which the poor in rural areas are
counted, policies are targeted, and funding allocated—was 637 Yuan per year in 2003 or
71 cents a day in (1993) international prices. By this standard, which is meant to capture
the minimum income required to meet basic subsistence needs such as food and clothing,
and is applied using a mixed-income and consumption cutoff, the poverty rate in rural
China fell from 18.5% in 1981 to 2.8% in 2004 (Figure 1.16).
Measured in terms of the World Bank’s poverty line of 888 Yuan per person per year in
2003 rural prices (also equivalent to the international poverty standard of a “dollar-a-day”
per-capita consumption at comparable 1993 international prices; see Box 1.1 for details),
China’s poverty reduction performance has been even more striking. By this standard,
China’s poverty rate in 1981 was 65%, comparable to that of India or much of subSaharan Africa at the time. By 1990 the poverty rate had already been cut nearly in half to
33%. This rate was cut in half again in the 1990s, falling to 15% of the population in 2001,
and by 2004 the incidence of consumption poverty had declined further to 10% (Figure
1.16).
Box 1.1 : Welfare measures and poverty lines used in this report
Two central issues in poverty measurement relate to (i) the choice of a measure of welfare, and (ii)
the choice of a poverty line. Both issues have been a subject of some debate in academic and
policy discussions of poverty in China.

Measuring individual welfare
The most commonly-used approach in China has been to utilize per capita income or per capita
consumption or a combination of both. 1 Generally, income can be considered a measure of
welfare opportunity and consumption a measure of welfare achievement. 2 There are strong
conceptual and philosophical justifications for both. A key economic issue here is whether the poor
save and what may be the motives for their savings. Consumption-based measures accord zero
weight to household savings, while income-based measures treat them on a par with consumption.
In this poverty assessment, both income and consumption-based poverty measures will often be
reported.

Which poverty lines?
Even in terms of income or consumption, there is no single definition of poverty in China. Which
poverty lines are used is not just a question of analysis but a matter of policy choice. A range of
poverty lines have been used, notable amongst which are the following:
•

Official Poverty Line – that has traditionally been used by the government to monitor
rural poverty in China. For 2003, the value of the official poverty is 637 yuan per person
per year.

•

Low Income Line – introduced by the government in 2000 to monitor the situation of
households above the official poverty line, but nevertheless below a low income
threshold. For 2003, the value of the low income line is 882 yuan per person per year.

•

Ravallion-Chen Basic Needs Line – developed by Ravallion and Chen anchored to
2100 calories per person per day (with 75% of the calories from foodgrains) and an
allowance for basic nonfood consumption. They estimate a rural and an urban line at
850 and 1200 yuan at 2002 rural and urban prices respectively.

World Bank poverty line
This poverty assessment uses a poverty line of 888 yuan per person per year in rural areas in 2003
prices. There are two independent justifications for this poverty line.
_________________________________________________________
1

2

The available data do not allow an implementation of multi-dimensional poverty measures. However, the non-income/consumption
dimensions of poverty are discussed below.
Income itself is only an imperfect measure of opportunities; discussions of equality of opportunity have been at pains to point out
that unequal opportunities can not often be reduced to – or measured as – unequal incomes (World Bank, 2005a).
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First, this poverty line can be derived from the basic needs lines of Ravallion and Chen (heareafter,
R-C) and the cost of living differentials estimated by Brandt and Holz (2006). Note that the urban
and rural lines estimated by R-C imply a 41.2% urban-rural cost of living differential for 2002. This
poverty assessment instead uses a 27.2% urban-to-rural cost of living differential for 2002 based
on estimates by Brandt and Holz (2006). Thus, based on R-C’s work, we have two alternative
estimates of the rural line for 2002: 850 yuan per person per year which is a direct estimate of the
rural line, and 943 yuan per person per year which is the rural equivalent of their urban line (i.e.
1200/1.272). The World Bank poverty line for rural areas is then taken to be a weighted average of
the direct and indirect estimates of the rural line, where the former (which is based on NBS’ Rural
Household Survey) is weighted by the rural population and the latter (which is based on the Urban
Household Survey) is weighted by the urban population in 2002. This comes to 874 yuan person
per year for 2002. Adjusting for the 1.6% rural inflation between 2002 and 2003 (based on the
official rural Consumer Price Index), the World Bank poverty line comes to 888 yuan per person per
year for 2003 for rural areas.
Second, the poverty line of 888 yuan per person per year can also be derived as yuan equivalent of
the international “dollar-a-day” line using 1993 Purchasing Power Parities (PPP). 3 Strictly, the
dollar-a-day line corresponds to $1.08 per person per day or $32.74 per month at 1993 PPP US
dollars. Using the 1993 PPP for China of 1.419 yuan per US dollar, this comes to 557 yuan
(=32.74x12x1.419) per person per year at 1993 prices. Adjusting for the 59.3% rural inflation over
the decade 1993-03 (based on the official rural Consumer Price Index), this also comes to 888
yuan per person per year.
Thus, either approach yields a poverty line of 888 yuan per person per year for rural China for
2003. The corresponding urban poverty line for 2003 is then derived at 1124 yuan per person per
year when the urban-to-rural price differential of 26.5% for 2003 (based on Brandt and Holz, 2006)
is incorporated. Using the rural and urban Consumer Price Indices, the values of the rural and
urban World Bank poverty lines for 2007 are 1018 and 1251 yuan per person per year respectively.
The monetary value of these lines at 2003 prices is shown in Table 1.5. It is notable that the lowincome line is very close to (99.3% of) the World Bank poverty line.

Table 1.5 : Poverty lines for China
Value in 2003 (yuan percapita per year)
POVERTY LINES
Official poverty line

Ravallion-Chen basic needs line

Calculated by:
National Bureau of
Statistics
National Bureau of
Statistics
Ravallion and Chen (2007)

World Bank poverty line

World Bank

Low-income line

Rural line
637

Urban line

882
864

1211

888

1124

Dollar-a-day line ($1.08/person
World Bank
888
1124
/day at 1993 PPP dollars)
Sources and notes: National Bureau of Statistics (2005), Ravallion and Chen (2007). Value of
poverty lines is in all-China rural and urban prices for 2003.
Each of these lines can be applied to either per capita income or consumption of households, which
yields several possible combinations. However, the results presented in this assessment mainly
focus on the 888 yuan line with per capita consumption or income as the measure of welfare.
Occasionally, the report will also make a reference to (a) estimates using a poverty threshold that is
twice this poverty line, and (b) estimates using the low-income line as well as the official poverty
estimates which use a combination of per capita income and consumption and the official poverty
line.

3

Purchasing Power Parities (PPP) were developed as part of the International Comparisons Project (ICP) to facilitate comparisons
of real income and consumption across countries. PPPs differ from exchange rates, and are typically derived using surveys of
“average” market prices of a bundle of commodities for countries participating in the ICP. The 1993 PPP for China is 1.419
Yuan/USD, which is about 14% of the official exchange rate for that year. Recently, a new set of PPPs have been established
for 2005 as part of the latest round of the ICP in which China participated for the first time. See further discussion below.
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The progress in poverty reduction is equally impressive if based on the new international
poverty standard of $1.25 per person per day using the recently-released Purchasing
Power Parities for 2005 (Ravallion, Chen and Sangrula, 2008). The new PPPs are based
on country-level price surveys for 2005 conducted by the International Comparisons
Program (ICP) in which China participated for the first time. The new estimate of
household consumption PPP for China is 4.09 Yuan to a dollar for 2005 as compared with
Ravallion and Chen (2008). While this substantial upward revision of the PPP has
entailed about a 40% reduction in the size of China’s economy, and has also implied a
significant upward revision of the poverty series using the new (2005) international
standard of $1.25 per day, the trend decline in the poverty rates is similar to and no less
impressive than that using the old (1993) standard of $1.08 per day (Figure 1.17). For
instance, the incidence of consumption poverty declined from nearly 85% in 1981 to 27%
in 2004 using the new standard as compared with a decline from 65% to 10% over the
same period using the old standard.
Figure 1.17 : China’s poverty reduction using the new 2005 international poverty standard is no less
impressive than using the old 1993 international standard
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Sources and notes: Estimates of consumption poverty incidence for $1.08 per day at 1993 PPPs are the same as in Figure 1.16.
The estimates for $1.25 per day at 2005 PPPs are based on rural and urban poverty estimates from Chen and Ravallion (2008)
weighted by rural and urban population shares consistent with the sample frame used in NBS Household Surveys. The estimates
using the 2005 PPPs also make an adjustment for rural prices being lower than urban prices.

…and half a billion people were lifted out of poverty
China’s progress in poverty reduction is also strongly reflected in the absolute numbers of
people lifted out of poverty. The number of rural poor under the official poverty threshold
using the government’s mixed income and consumption criterion declined from 152 million
in 1981 to 26 million in 2004. By the international standard, the absolute number of poor
consuming less than $1.08 per day (1993 PPP dollars) fell in China from 652 million in
1981 to 135 million in 2004, a decline of over half a billion people. A decline in the
number of poor of this magnitude over such a short period is without historical precedent.
To put this in perspective, the absolute number of poor (using the same standard) in the
developing world as a whole declined from 1.5 to 1.1 billion over the same period (World
Bank, 2002); in other words, but for China there would have been no decline in the
numbers of poor in the developing world over the last two decades of the 20th century.
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Table 1.6 : Half a billion Chinese have been lifted out of poverty in the last quarter
century
(Number of poor (millions) under alternative poverty standards, 1981 and 2004)
Change between
Number of poor
1981 and 2004
(millions)
(millions)
1981
2004
Official poverty line: income & consumption
152.0
26.1
-125.9
Basic needs line: income
536.7
93.1
-443.6
$1.08/day (1993 PPP): consumption
652.4
134.9
-517.5
$1.25/day (2005 PPP): consumption
848.2
351.1
-497.1
Sources and notes: The official poverty estimates are from NBS (2005a) and relate to rural poor only.
The sources for all the other estimates are the same as in Figure 1.16 and Figure 1.17.
Poverty standard

The depth and severity of poverty also declined considerably
It is well-known that the headcount index of poverty is not sensitive to distribution of
income or consumption below the poverty line, which raises the question of whether the
fall in poverty is also reflected in measures of the depth and severity of poverty (which
take into account not only whether a person is poor but also how poor he or she is). Table
1.7 presents the poverty gap and the squared poverty gap indices for the dollar-a-day line
using consumption and for the basic needs line using income. 4 The Table indicates that
the trends are similar across all poverty measures indicating a sharp decline between
1981 and 2001.
Table 1.7 : The incidence, depth and severity of poverty: 1981-2001
(percentage)
Consumption
Income
Incidence
Depth
Severity
Incidence
Depth
Severity
(H)
(PG)
(SPG)
(H)
(PG)
(SPG)
1981
65.2
23.9
11.1
53.9
16.5
7.0
1984
42.7
12.3
4.9
25.1
6.1
2.1
1987
30.2
8.7
3.5
17.6
4.3
1.5
1990
35.0
9.4
3.5
23.4
6.0
2.2
1993
30.3
7.8
2.9
21.3
6.1
2.4
1996
18.7
4.1
1.2
10.5
2.7
1.1
1999
19.9
4.7
1.5
8.5
2.0
0.7
2001
15.6
3.7
1.3
9.3
2.5
0.9
Sources and notes: HCR, PG and SPG refer to the headcount, the poverty gap and the squared
poverty gap indices of poverty respectively. Consumption poverty estimates are for the World Bank
poverty line; income poverty estimates are for the basic needs poverty line in Ravallion and Chen
(2007). The sources are the same as in Figure 1.16 and Figure 1.17.

b. Between 2001 and 2004 the pace of poverty reduction accelerated
For the purposes of this poverty assessment, a detailed analysis was also carried out
using unit-record (household-level) data from the NBS Rural and Urban Household
Surveys for 2001, 2003 and 2004. This analysis indicates that poverty reduction
accelerated during the 10th Five-Year Plan, especially in terms of consumption (Table
1.8). Both the proportion of the population in poverty and the total number of the poor
declined significantly during 2001-2004. For instance, at the World Bank line using per
capita income as a measure of welfare, the incidence of poverty declined from 7.7% to 6%
of the national population, while the number of poor dropped from about 99 million to 78
million.

_________________________________________________________
4

The headcount, poverty gap index and squared poverty gap indices respectively are also commonly referred to as measures of the
incidence, depth and severity of poverty (Ravallion, 1994).
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Table 1.8 : Recent changes in poverty, 2001-2004

Poverty line: measure of welfare

Value of line in
2003 all-China
rural prices
(Yuan/ person/
year)

2001

2003

2004

% decline
during
2001-04

World Bank estimates: national poverty
% of national (rural+urban) population below the
poverty line
3.42
3.04
2.60
5.61
4.59
3.64

Official line: income
Official line: consumption

637
637

24.1
35.2

WB line: income
WB line: consumption

888
888

7.72
15.56

6.93
13.09

5.96
10.38

22.8
33.3

Twice the WB line: income
Twice the WB line: consumption

1776
1776

31.19
52.05

26.89
45.51

23.66
41.45

24.1
20.4

WB line: income
WB line: consumption

888
888

Number of poor nationwide (rural+urban) (million)
98.59
89.51
77.54
198.53
169.20
134.90

21.4
32.1

WB line: income
WB line: consumption

888
888

% of rural population below the poverty line
10.46
9.47
8.17
21.04
17.93
14.31

21.8
32.0

WB line: income
WB line: consumption

888
888

World Bank estimates: rural poverty

3.08
4.99

Rural poverty gap index (%)
2.95
2.46
4.27
3.32

20.2
33.5

Rural squared poverty gap index (%)
WB line: income
888
1.43
1.44
1.21
15.3
WB line: consumption
888
1.75
1.50
1.14
34.6
Sources and notes: World Bank calculations based on NBS household survey data. Estimates for 2001 and 2004 are based on
sub-samples of the NBS Rural and Urban Household Surveys. Estimates for 2003 are based on the national sample.

The decline is faster for poverty measured in terms of per capita consumption.
Consumption poverty incidence dropped from 15.6% to 10.4% while the number of poor
fell from 199 to 135 million. The faster decline in consumption poverty relative to income
poverty is not limited to just the World Bank line. Using the official poverty line (equivalent
to $0.71/day in terms of 1993 PPP dollars), the incidence of consumption poverty declined
by 35% compared to a 24% decline in income poverty incidence. Only for the much
higher poverty threshold of twice the World Bank line, do we see more comparable rates
of decline in income and consumption poverty (24% and 20% respectively). Thus,
consumption at the lower end of the distribution has grown faster than income during this
period.
While the official NBS estimates of poverty, which are limited to rural areas only, differ
from the World Bank estimates, they exhibit similar trends of a continued decline in both
the proportion and the absolute number of poor during 2001-04 (Table 1.9). The key
points of difference in the construction of these two sets of poverty estimates are
explained in Box 1.2.
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Table 1.9 : Official estimates of recent changes in poverty in rural areas, 2001-2004

Poverty line: measure of welfare

Value of line in
2003 all-China
rural prices
(Yuan/ person/
year)

2001

2003

2004

% decline
during
2001-04

Official NBS estimates
Official line: income & cons.
Low-income line: income & cons.

637
882

Official line: income & cons.
Low-income line: income & cons.

637
882

% of rural population below the poverty line
3.20
3.10
2.80
9.80
9.10
8.10

29.27
90.29

Number of rural poor (million)
29.00
26.10
85.17
75.87

12.5
17.3

10.8
16.0

Sources and notes: NBS (2005a).

Box 1.2 : Understanding the differences between official and World Bank poverty
estimates
The official NBS estimates of poverty are limited to poverty in rural areas only. These estimates
differ from the World Bank poverty assessment (PA) estimates for a number of reasons. Apart
from the obvious difference in the official and World bank poverty lines (637 versus 888 yuan per
capita per year, as noted above), there are three additional differences in methodology:
1) The PA estimates use either only per capita income or only per capita consumption to estimate
poverty measures. The official estimates, on the other hand, use a combination of per capita
income and consumption. In particular, in the official methodology, a household is defined to be
poor if it meets EITHER of the following conditions:
i) household per capita income < the poverty line AND household per capita consumption < 1.2
times poverty line, OR
ii) household per capita consumption < the poverty line AND household per capita income < 1.2
times official poverty line.
2) The PA estimates allow for cost of living differentials across provinces and across urban and
rural areas using spatial price indices, while the official estimates do not make any provision for
such cost of living differences. The spatial price indices used in the PA are based on the work of
Brandt and Holz (2006).
3) For 2001 and 2004, the PA estimates are based on a sub-sample of the Rural Household
Surveys (RHS) for those years. In particular, the sub-samples cover 386 (or about 45%) of the 857
counties included in the national sample; in particular, all of the 199 poor counties were included in
the sub-sample and 187 (or about one-third) of the non-poor counties were included. The non-poor
counties were randomly selected, and the sample was appropriately re-weighted to ensure
unbiased estimates at the national level. The official estimates for all years are based on the full
RHS samples.
The last factor however does not appear to matter much. For the year 2003, it is possible to
compare the PA estimates based on the full RHS sample and those based on the sub-sample. For
rural areas, for instance, the full-sample consumption poverty estimates for the World Bank poverty
line is 17.93% as against 18.19% using the sub-sample. The estimates for other poverty lines are
similarly close.

The decline in the incidence of poverty during 2001-2004 is also paralleled in measures of
the depth and severity of poverty, shown in Table 1.8 for rural areas. Overall, these
trends for 2001-4 thus not only indicate a continuation of China’s longer-term strong
performance in reducing poverty, but in particular, relative to the late-1990s, they are also
are suggestive of a quickening of the pace of poverty reduction.
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c. …and there are indications that poverty has continued to decline up to 2007
Projections of poverty based on grouped consumption distribution data for 2005 and rural
and urban per capita consumption growth since 2005 indicate that poverty reduction has
continued up to 2007. For instance, the percentage of population with consumption below
the World Bank poverty line is projected to have fallen from 6.9% in 2005 to 4.0% in 2007
(Figure 1.18). The projected fall in rural poverty incidence is of similar magnitude, and
measures of the depth and severity of poverty, both national and rural, are also projected
to have declined in parallel.
Figure 1.18 : Progress in poverty reduction during 2005-2007
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Source and notes: The graph plots projections of consumption poverty for the World Bank poverty
line using grouped consumption distribution data from the Rural and Urban Household Surveys for
2005 and estimates of rural and urban per capita consumption growth during 2005-07 as published in
the NBS’s annual Statistical Communiques. These projections allow for cost of living differences
between urban and rural areas but not across provinces. All poverty measures are shown as
percentages.

Apart from continued economic growth, a factor that has contributed to the decline in
poverty since 2001 is the reduction in rural taxes and fees. As discussed in Box 1.3,
these taxes have been regressive in nature, and their continued reduction since 2001 is
likely to have contributed to a more pro-poor incidence of growth over this period. The
rapid rise in agricultural subsidies (especially subsidies for agricultural inputs) and the
significant expansion of rural social assistance programs (especially rural Di Bao and
medical assistance) since 2005 has further contributed to the decline in poverty.
Box 1.3 : The impact of reduction in rural taxes and fees on poverty and inequality
in China
China’s elimination of nearly all rural taxes and fees between 2001 and 2006 dismantled what had
been a highly regressive taxation system. The evidence, both direct and indirect, suggests that the
reduction in rural taxes and fees particularly benefited the poor, is likely to have contributed to a
reduction in rural poverty and inequality, and may have been a major reason why the incidence of
growth between 2003 and 2004 was markedly pro-poor.
Rural taxes and fees have been reduced significantly since 2001 while agricultural subsidies have
increased
China has, since 2001, steadily reduced the burden of rural taxation borne by rural citizens. As
seen in Table 1.10, the average amount of taxes and fees paid by rural residents fell in absolute
terms from 95.5 yuan per capita in 2000 to just 10.9 yuan in 2006. Reductions were especially
pronounced in 2004 and 2005 when taxes and fees per capita fell from 67.3 yuan to 13.1 yuan as
China aggressively eliminated the agricultural tax along with other taxes and fees. Taxes and fees
as a share of pretax income fell from 4.1% in 2000 to only 0.3% in 2006. At the same time,
subsidies to agriculture (direct grain and input subsidies) increased 3.5 times during 2004-7 as part
of the San Nong Wenti (Agriculture, Farmers and the Countryside) initiatives.
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Table 1.10: Rural taxes and fees have been reduced significantly since 2001
Taxes and fees
(yuan per capita)
95.5
91.2
78.7
67.3
37.5
13.1
10.9

Net income (yuan
per capita)
2253.4
2366.4
2475.6
2622.2
2936.4
3254.9
3587.0

Taxation
rate
0.041
0.037
0.031
0.025
0.013
0.004
0.003

Year
2000
2001
2002
2003
2004
2005
2006
2007
Sources and notes: China Rural Survey Yearbook, various years.

Agricultural
subsidies
(billion yuan)

14.5
17.4
30.9
50.3

The poor benefited the most in proportional terms from the reduction in taxes and fees
Because many taxes and fees were assessed on a per capita basis, China’s rural taxation system
was highly regressive, with the poorest households paying a higher percentage of their income in
taxes and fees. Thus, the poor stood to benefit relatively more from the tax reductions than the
rich. This can be seen in Figure 1.19, which plots the mean rural taxation rates by income decile
between 2002 and 2005, for households living in China’s poor counties.

Figure 1.19: The poor proportionally benefited the most from the reduction in taxes
and fees

Mean taxation rates, by income decile
(1=poorest to 10=richest)

Source and notes: Calculations by authors using data from the China Poverty Monitoring Report
(various years). Calculations assume that the population in each income per capita interval has
mean income and pays the mean tax amount.
The mean taxation rate for the poorest decile fell from 13.1% in 2002 to 9.6% in 2003, 3.5% in
2005, and 0.6% in 2006. The mean taxation rate for the richest decile fell from 2.5% to 0.3% over
the same period. Put another way, for the poorest decile the taxation rate in 2002 was 22 times the
rate in 2006 while for the richest decile the 2002 taxation rate was 8 times the 2006 rate.
The reduction in rural taxes and fees likely reduced poverty and inequality
The 2003 NBS rural household survey data can be used to assess the likely impact that the
reduction in rural taxes and fees had on rural poverty and inequality. Because the year 2003
predates the main tax and fee reductions it is possible to use the household-level data to simulate
what the level of inequality and poverty would have been had there been no government taxes,
fees, or direct subsidies. This exercise makes several simplifications. First, it assumes all taxes
and fees are eliminated, even though actual taxation rates have not been fully eliminated. Second,
it does not account for how household behavior would have changed with a lower tax rate (e.g.
household investment and labor decisions). Third, by simulating the elimination of subsidies (which
are only 0.07% of income compared to 2.55% for taxes and fees), the simulation slightly
understates the influence of tax and fee reductions. Table 1.11 shows the basic findings from this
simulation exercise.
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Table 1.11: The reduction in taxes and fees likely reduced poverty and inequality in
rural China
Observed:
Simulated:
WITH taxes and WITHOUT taxes
Change % change
subsidies
and subsidies
Gini coefficient of inequality
0.3730
0.3670
0.0060
-1.6
Headcount index
0.0930
0.0832
0.0098
-10.5
Poverty gap index
0.0325
0.0286
0.0039
-12.0
Sources and notes: Calculations using 2003 NBS rural household survey data. The poverty
measures are based on per capita income and refer to the “basic needs” poverty line estimated by
Ravallion and Chen (2007) of 864 yuan per year (in 2003 prices).
Table 1.11 shows that rural inequality and poverty are lower absent direct taxes and subsidies.
The Gini coefficient of income inequality falls from 0.373 to 0.367 and the rural poverty headcount
calculated using the dollar-per-day poverty line falls by nearly a full percentage point, from 9.30% to
8.32%, a reduction of over 10%. Similarly, the poverty gap falls by 12%.

d. But the progress in poverty reduction has been temporally uneven…
The progress in poverty
reduction was temporally
uneven…

The decline in the incidence of poverty was, however, uneven over the two and a half
decades since 1981. Five broad phases can be distinguished, broadly coinciding with the
five Five-year Plan periods. The most rapid declines in poverty, in both the poverty rate
and the number of poor, occurred during the 6th, 8th, and 10th Plans. During the 7th and
9th Plan periods, the poverty rate and the number of poor declined only marginally (Figure
1.20). 5 The five-phase pattern described above for the incidence of poverty also appears
to hold for other measures of poverty (Table 1.7 and Table 1.8).
Figure 1.20 : Progress in poverty reduction was temporally uneven
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Source and notes: Consumption poverty estimates are based on the World Bank poverty line. The
source is the same as in Figure 1.16.

e. …and, at the household level, income growth has been uneven
Over the period 1990-2004, the annualized mean real income growth rate for the
population as a whole was 5.5%, lower than the rate of growth of per-capita GDP, but
impressive nonetheless. However, at the household-level, income growth was uneven.
_________________________________________________________
5

The unevenness is less marked for the official (rural) poverty rates which are indicative of a relatively more steady decline; by the
same token, the official poverty statistics do not suggest an acceleration in poverty decline since 2001 (NBS, 2005a)
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The unevenness of income growth can be assessed by estimating growth incidence
curves, which display the annualized rate of growth between two points in time, for each
percentile of the income distribution ordered from the poorest to the richest. These were
estimated using grouped-data from the Rural and Urban Household Surveys of NBS. Box
1.4 provides details regarding the methodology.
6

Box 1.4 : Constructing growth-incidence curves from grouped-data
Growth incidence curves are ideally constructed from unit-record (i.e., household-level) data for
multiple years. However, except for 2001 and 2003, nationally representative household data were
not available for this analysis. In the absence of unit-record data, grouped-data from the Rural and
Urban Household Surveys—which give the percentage of the population in various per-capita
income ranges—were used to estimate the incidence of growth in China since 1990.
Estimation of growth incidence curves using grouped data involves three steps:
•

Adjusting incomes for inflation and cost-of-living differences

•

Fitting a parameterized Lorenz curve to the grouped-data

•

Aggregating the rural and urban income distributions (Lorenz curves and means) into a
single national distribution using population-share-based weights

Each of the three steps involves choices.
•

In adjusting incomes, there are three choices: (i) adjust only for inflation using national
rural and urban CPIs, (ii) adjust further for rural-urban cost-of-living differences at the
national level, or (iii) use province-specific rural-urban price indices. Since the available
grouped data did not provide distributions at the provincial level, only (i) and (ii) were
applied. A 27% average cost-of-living differential between rural and urban areas for 2003
(estimated by Brandt and Holz, 2006) was used.

•

In fitting a parameterized Lorenz curve to the grouped-data, the choice has to do with the
particular parametric distributional form that is fitted. A generalized quadratic parametric
form was used based on the goodness-of-fit.

•

And in aggregating the rural and urban income distributions, the main decision is whether
to use the rural population share given in Table 4-1 of the 2006 China Statistical
Yearbook, which is based on the censuses/annual population surveys (and on residence
at the time of the census/survey), or to use the rural population share given in Table 133, which is based on household registration (hukou) and on the administrative
classification of rural areas from which the sampling frame for the Rural Household
Survey is derived. NBS, to be consistent with the sampling frame of the RHS, in its
official estimates of poverty in rural China uses the latter definition of the rural population.
In keeping with the procedure followed by the NBS, the growth-incidence curves shown
in Figure 1.22 and 1.22 are estimated using rural-urban population-share weights based
on the (hukou-based) rural population size given in Table 13-3 of the 2006 China
Statistical Yearbook.

Figure 1.21 displays the growth incidence curve for China between 1990 and 2004.
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Figure 1.21 : Between 1990 and 2004 incomes grew throughout the distribution, but grew more at the upper
end
8
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Sources and notes: World Bank estimates from grouped-data from the RHS and UHS. Per-capita incomes are adjusted for inflation
using the rural and urban CPIs as well as a 27% average cost-of-living differential between rural and urban areas (as estimated by
Brandt and Holz (2006). The rural and urban income distributions are aggregated using hukou-based population weights implied by
the rural population numbers given in Table 13-3 of the 2006 China Statistical Yearbook.

Real income growth rates over the period varied considerably for households at different
points in the income distribution, ranging from 3% per year for the poorest percentile to
over 8% for the richest percentile. The more modest but positive growth at the bottom of
the distribution is consistent with both the overall decrease in the income poverty rate
between 1990 and 2004, from 22% to 6%, as well as the remaining widespread
vulnerability to poverty (evidence of which is presented in the next section), which
suggests that a significant fraction of the population remains near poor.
The record over the entire period masks considerable variation in the incidence of growth
in various sub-periods (Figure 1.22). There were periods of significant pro-poor growth,
notably from 1993 to 1996 and most recently, from 2003 to 2004. But there were also
extended periods where income growth lagged (and even declined) at the bottom of the
distribution—from 1990 to 1993 and more recently, from 1999 to 2003. In fact, the period
as a whole is defined more by these variations than the long-term trend. Only between
1996 and 1999 did the incidence of growth match the long-term trend.
Figure 1.22 : Income growth incidence curves for China for various sub-periods between 1990 and 2004
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Sources and notes: World Bank estimates from grouped-data from the RHS and UHS. Per-capita incomes are adjusted for inflation
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using the rural and urban CPIs as well as a 27% average cost-of-living differential between rural and urban areas (as estimated by
Brandt and Holz (2006). The rural and urban income distributions are aggregated using hukou-based population weights implied by
the rural population numbers given in Table 13-3 of the 2006 China Statistical Yearbook.
Incomes at the bottom of
the distribution lagged
between 1990 and 1993
and between 1999 and
2003, in both instances,
because of a crisis in
farm incomes

Like the earlier episode between 1990 and 1993 when incomes at the bottom of the
distribution declined, the period between 1999 and 2003 was characterized by a crisis in
farm incomes, in particular income from grain production. Grain prices were low—in part
because domestic prices moved closer to international prices, which were lower, with
China’s accession to the WTO—and production fell, as did grain output per worker. This
coincided with rising prices of inputs, such as fertilizers and diesel oil. For the poorest
households, who are most dependent on incomes from grain production, this meant a
decline in incomes.
In both cases, however, these episodes were followed by periods of significantly pro-poor
growth. Between 1993 and 1996, mean growth in per-capita household income was 9%
and this growth rate was matched and even exceeded at the bottom of the distribution.
Between 2003 and 2004, growth was even more markedly pro-poor with the growth rate
exceeding 15% at the poorest percentile and declining monotonically thereafter.
The dramatic shift in the incidence of growth was, in both instances, triggered at least in
part by favorable government policies towards the agricultural sector. Between 1993 and
1996, agricultural procurement prices were raised, bringing them closer to market prices
and thereby, lowering significantly the implicit tax on farmers. In 2004, the response by
government took the form of speeding up the elimination of agricultural taxes and fees,
efforts to decrease the monopoly of state-owned companies in grain markets, lowering of
grain taxes, and provision of increased subsidies for grain production. The increased
commitment of the government to supporting farm incomes is reflected in the jump in
government budgetary expenditures on agriculture, including expenditures to support rural
production, capital construction in rural areas and funds rural relief. Total government
budgetary expenditures on agriculture rose from 175 billion RMB in 2003 to 234 billion
RMB in 2004, an increase of 30%, and the share of these expenditures in total
expenditures rose from 7.1% to 9.7%.
The results from the grouped-data are confirmed for the two years, 2001 and 2003, for
which unit-record household-level data are available. Between 2001 and 2003 mean
income in the bottom quintile increased by 1.7% while the mean income in top quintile
rose by 15.6% (Figure 1.23). A similar contrast is also notable for consumption growth for
the poorest and richest quintiles.
Figure 1.23 : The unevenness of growth between 2001 and 2003
(% change in mean per-capita income and consumption between 2001 and 2003, by quintile)
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Sources and notes: World Bank estimates from NBS Rural and Urban Household Surveys. The data
from the RHS are from a nationally representative 40% sub-sample of the full national sample. The
data from the UHS are for the full national sample. Incomes and consumptions are adjusted for
inflation and for province-specific rural and urban cost-of-living differences.
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Four broad conclusions are suggested by these findings on the incidence of growth:

•
•
•
•

First, it is clear that a rise in inequality does not have to be the price of growth—the
two periods with the most pro-poor growth and falling inequality were also the periods
when mean income growth was the highest.
Second, the overall rate of growth by itself does not indicate how broad-based growth
is—both periods when the incidence of growth was unfavorable for the poor were
periods where the mean growth rate was quite respectable.
Third, efforts to bring about broad-based increases in rural incomes clearly can make
a difference.
Fourth, while, in a narrow sense, the periods when incomes stagnated at the bottom
of the distribution highlight the continued vulnerability of segments of the rural
population to adverse grain price and yield shocks, in a broader sense, what these
episodes reflect is the fact that a segment of the rural population has been unable to
connect to the broader processes of growth by diversifying their income sources and
moving beyond their traditional income-generating activities. Efforts to directly support
their incomes from agriculture through subsidies and elimination of taxes, while useful
for alleviating the short-run burden faced by these households, have to be
supplemented with longer-term measures to address the structural causes of their
poverty and enable them to move to “modern” higher-productivity activities that are
connected to the dynamism of China’s economy. And here, as the evidence
presented later suggests, investments in human capital will be critical.
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2. But the task of poverty reduction is not complete and in some
respects has become harder
The official estimate of
14.8 million poor in 2007
suggests that China has
practically solved its
poverty problem

The most recent official estimate of rural poverty in China for 2007 puts the number of
poor at 14.79 million, or less than 2% of the rural population (NBS, 2008). While there is
no official urban poverty line, estimates by others have found poverty levels in urban areas
to be negligible using an urban poverty line that is comparable to the official poverty line
for rural areas (Ravallion and Chen, 2007). These estimates thus suggest that only a little
more than 1% of China’s population is currently poor, which would suggest that China has
practically solved its poverty problem.
In terms of meeting the most elementary food and clothing needs of most of its population,
that is perhaps true. But the evidence that will be presented in this chapter suggests that
the task of poverty reduction is not complete and, in some respects, has become harder.

…but the task of poverty
reduction is not complete

The task is not complete because:

•
•

By the international standard for identifying and counting the poor, the number of poor
in China remains high, and the official poverty line seems low relative to both
international standards and rising incomes and growing aspirations within China.
Vulnerability to poverty because of a variety of income shocks remains widespread.

China’s success has bred
its own challenges…

The task has become harder in part because China’s success has bred its own
challenges. As the poverty rate has fallen, it has become harder to eliminate the
remaining poverty because the remaining poor are harder to reach and face more difficult
challenges as economic growth is making less of an impact on poverty.

…and new challenges
have emerged as a result
of China’s structural
transformation

The task has also become harder because the process of structural transformation China
has undergone in the last quarter century as it has continued its transition to a market
economy has given rise to several trends that have emerged as new areas of concern and
imply new challenges for poverty reduction policy:

•
•

Income inequality has risen between and within rural and urban areas.

•

The restructuring of state-owned enterprises and the dismantling of the “iron rice
bowl” has led to rising unemployment and declining labor force participation…

•
•

Disparities in other dimensions of human development remain and in some cases
have grown. Because of the marketization of public service delivery, incomes matter
more than they used to for access to health and education, and the burden of health
and education expenditures has gone up for households.

…while the increasing share of the private sector in employment has led to growing
informalization of the urban labor market.
The growth of a large “floating population” of rural migrants in urban areas has raised
concerns about the emergence of an urban underclass.

a. Measured by international standards, the number of poor in China remains
high
China still has the second
largest number of
consumption poor in the
world

Though China’s contribution has been central to poverty reduction regionally and globally,
because of the sheer size of China’s population, by international standards, China still
accounts for a large share of the world’s poor. As of 2005, the latest year for which direct
survey-based estimates are available, China still had 254 million people consuming less
than $1.25 per day in 2005 PPP dollars (90 million people consuming less than $1.08 per
day in 1993 PPP dollars), the second largest concentration of extreme poor in the world
after India. And so, though China was responsible for three-quarters of the poverty
reduction in East Asia between 2001 and 2004, China also remains the home of nearly
four-fifths of the poor in the region (World Bank, 2007b).
If this assessment of the number of remaining poor in China appears to be at odds with
the official estimates of only 15 million rural poor, it is because the official poverty line (set
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at 785 Yuan per person per year for 2007) is particularly stringent. The official poverty line
seems low both compared to international standards and relative to mean incomes and
growing aspirations within China. Furthermore, some recent calculations suggest that
even by the objective standard that a poverty line aims to capture—the minimum expense
necessary for subsistence and to meet basic living needs—the poverty line may be too
low.
China’s official poverty line is low by international standards
China’s official poverty
line is low compared to
international standards

China’s official poverty line (of about 71 cents a day in international prices using 1993
Purchasing Power Parities) is relatively low when compared with national poverty lines
used by other countries around the world. Of the 63 countries for which such information
is available, only eight use national poverty lines that are below a dollar-a-day (in 1993
PPP dollars). China is one of the eight, and of the eight, has the lowest ratio of the official
poverty rate to the dollar-a-day poverty rate (Figure 2.24; top panel). The same is also
true if national poverty lines are compared using the new sets of PPPs for 2005. China’s
official poverty line (equivalent to about $0.57 per person per day in 2005 PPP dollars) is
the lowest amongst a sample of 75 countries (Figure 2.24; bottom panel).
For most countries, the dollar-a-day poverty threshold itself has no special normative
significance but helps to establish a standard for the purposes of international comparison.
In the case of China, however, as discussed in chapter 1, the 1993 dollar-a-day threshold
coincides with the estimate of a “basic needs” line using a well-accepted international
methodology (Ravallion and Chen, 2005) and so it does have some relevance as an
objective standard. But even if that were not the case, the evidence does suggest that
China’s national poverty line is low relative to standards commonly used by other
countries—including many at lower stages of development than China—to monitor
poverty.

Figure 2.24 : China’s poverty line in comparison with other countries
Ratio of poverty rate under national poverty line
to poverty rate under dollar-a-day line
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Sources and notes: Top panel: For each of 63 countries for which data are available, the figure plots the ratio of the estimated
poverty rate based on the national poverty line used in the country to that using the international (1993 dollar-a-day) line based on
1993 PPPs. The poverty estimates are for different years for different countries, but with one exception (Sierra Leone, 1989) they
all relate to the 1990s or 2000-03. These estimates are taken from World Bank (2005b).
Bottom panel: The figure plots national poverty lines for 75 countries where the poverty line for each country is converted into US
dollars per person per day using the new set of PPPs for consumption for 2005 (Ravallion, Chen and Sangrula, 2008).

China’s official poverty line seems low relative to rising incomes and growing
aspirations
China’s official poverty
line is low relative to
mean incomes…

As countries develop, they tend to periodically raise the thresholds they use to monitor
levels of national poverty. This is consistent with the notion that with a rise in the general
standard of living what is commonly considered an acceptable minimum level of living also
tends to increase. This explains, for instance, why the poverty lines used in developed
countries are typically higher in real terms than those in relatively poorer countries.
China’s official poverty line was first developed in the mid-1980s and it has been used to
monitor poverty levels for the period beginning the early 1980s (Park and Wang, 2001).
However, since then China’s real per capita GDP has grown more than five times, and
reflecting this enormous growth in real incomes, the official poverty line, which was about
68% of the rural mean income in 1980, has fallen to 19% of the rural mean income by
2007 (Figure 2.25). With this growth in living standards, the country and its people’s
aspirations have grown and it is arguable that current poverty threshold now does not
adequately reflect these aspirations.
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Figure 2.25 : The relative decline of China’s poverty line, 1980-2007
(figure sub-title)
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Subjective assessments
of the minimum
acceptable level of living
are several times higher
than the official poverty
line

More direct evidence on the changing norms regarding the minimum acceptable level of
living is provided by the subjective poverty lines estimated using recent data from the
2004 NBS Urban Short Form Survey. This survey included questions on the households’
own assessment of the adequacy of their income to meet their basic needs. Using this
information, the subjective poverty line for 2003 for urban areas is estimated at 4147 Yuan
per capita per year for 2003 (see Box 2.5). The rural equivalent of this line is estimated at
2935 Yuan per capita per year, which is several times the official poverty line.
Box 2.5 : Estimating subjective poverty lines in China
More direct evidence of the changing norms of the minimum acceptable level of living is provided
by recent data from the 2004 NBS Urban Short Form Household Survey which included the
following question on the households’ self-assessment of income adequacy:
“Compared to your household’s basic needs, your household income is: (i) not enough, (ii) just
enough, (iii) more than enough, (iv) much more than enough.”
Using respondents’ answers to this question, it is possible to estimate a subjective poverty line for
urban households. This line has the following property: on average, those households whose per
capita income is above this line consider their incomes to be enough or more than enough to meet
their basic needs, while households whose income is below this line consider their incomes to be
inadequate to meet their basic needs. In Figure 2.26, this subjective poverty line is depicted as z*.
For 2003, the subjective poverty line is estimated at 4147 Yuan per capita per year at all-China
2003 urban prices. 6

_________________________________________________________
6

The subjective poverty line is determined by fitting an ordered probit model to the categorical variable corresponding to the income
adequacy question, which is taken to be a function of log per capita income of the household. Following Pradhan and Ravallion
(2000), the subjective poverty line is estimated as the fixed point of this function (i.e. where the latent minimum required income
equals the actual income of the household).
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Figure 2.26 : The subjective poverty line
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Actual
income

z*

Note: The figure plots the reported or estimated minimum income required on actual income of the
household and the subjective poverty line is determined by the point (z*) where the minimum
required income equals actual income.
The Urban Short Form Household Survey however measures household income differently to how
it is measured in NBS’s annual Urban Household Survey. The former used a single question on
household income, while the latter has a more thorough and arguably more accurate measure of
different components of household incomes. Thus, in order to estimate the subjective poverty line
for 2003, the Urban Short Form Survey was calibrated with the NBS’ regular Urban Household
Survey for 2003 as follows. The direct estimate of the subjectively poverty line based on the Urban
Short Form Survey was 2986 Yuan per person per year, and the incidence of subjective poverty
was about 17% of the urban population in 2003. The equivalent subjective poverty line using the
NBS Urban Household Survey for 2003 was thus established as the line that also generated a
poverty rate of 17%, which came to 4147 Yuan per capita per year.
While similar data do not exist to carry out a parallel exercise for rural areas, the rural equivalent of
the subjective poverty line could be estimated by deflating the urban line by the urban-rural cost of
living differential for 2003. Two alternative estimates of the latter are 41.3% (Ravallion and Chen,
2007) and 26.5% for 2003 (Brandt and Holz, 2006). Even if one were to use the higher estimate of
41.3%, the equivalent rural line is estimated at 2935 Yuan per capita per year at all-China rural
prices, or 4.6 times the official poverty line.

Higher aspirations with economic development are also revealed by the 12-village
qualitative poverty assessment. For instance, instead of the adobe houses typical of the
1980s, villagers are increasingly building brick houses, and young families are less willing
to live in shared housing. Having a house is seen as a precondition for marriage and is
one of the largest expenses undertaken by rural households who often go into
considerable debt for this purpose. However, for farmers, house building is not intended
to meet the needs of survival or for conspicuous consumption, but simply represents a
necessary condition for family reproduction (CASS-IOS, 2006).
Higher norms of a minimum level of income are also being reflected in some elements of
government policy. For instance, the Di Bao minimum income support program
administered by the Ministry of Civil Affairs in urban areas uses a set of city-specific Di
Bao lines to target eligible households with annual per capita incomes below these lines
(MOCA, 2003). The national average Di Bao line in 2003 was 1928 Yuan per person at
national urban prices, or a rural equivalent of 1364-1524 Yuan depending upon the urbanrural cost of living differential used.
The key point here is not that the subjective poverty line or the Di Bao line should now be
used for future monitoring of poverty in China, but rather that people (and some parts of
the government) in China themselves have significantly revised upwards their notions of
what should be considered an adequate minimum level of income, and thus the official
poverty line of just over 2 Yuan per person per day is now arguably out-of-step with the
currently prevalent norms and expectations.
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China’s poverty line may not cover essential food and non-food needs
Recent calculations of food poverty lines in China indicate that the current official poverty
line may be deficient in meeting the current cost of basic food and non-food needs. Two
sets of estimates are pertinent here: first, by Ravallion and Chen (2007) and second by
Meng, Gregory and Wang (2005). Both studies estimate food poverty lines separately for
each province; Ravallion and Chen estimate both rural and urban lines for 2002 while
Meng, Gregory and Wang estimate only urban lines for the period 1986-2000. Both follow
a similar methodology where the food poverty lines are anchored to a nutritional
requirement of 2100 calories per person per day (with 75% of the calories from foodgrains
in Ravallion and Chen). Both studies use province-specific food bundles for a reference
7
group of relatively poor households.
The average food poverty line for 2002 for rural areas estimated by Ravallion and Chen is
620 Yuan per person per year while that for urban areas is 865 Yuan. The 2003
equivalents of these lines are 630Yuan and 873 Yuan for rural and urban areas
respectively. Similarly, Meng, Gregory and Wang estimate the average urban food
poverty line for 2000 at 1316 Yuan per person per year 8, which is equivalent to 1324 Yuan
for 2003. 9 Applying a 39% urban-rural differential implied by the Ravallion-Chen food
poverty lines, the rural equivalent of the Meng-Gregory-Wang line for 2003 could be
roughly estimated at 955 Yuan.
Relative to these food poverty lines, the official poverty line of 637 Yuan appears to be on
the low side. Even limiting the comparison to the lower food poverty line of Ravallion and
Chen, it appears that the official poverty line would have to be almost fully allocated to
food in order to meet the nutritional requirement of 2100 calories, with no allowance for
basic non-food needs. Or put differently, if some allowance is made for basic non-food
needs, then the official poverty line seems to be inadequate for meeting the minimum
caloric requirement.
The government’s poverty line was also found to be too low during the qualitative poverty
assessment undertaken in 12 study villages:
Box 2.6 : Views from China’s villages about the poverty line
In the study villages in Jiangxi province, villagers argued that there is no household whose per
capita income is less than 625 Yuan in their village and provided evidence for this in two ways: one
is that the local governmental support for Wu Bao households has reached 800 Yuan per person a
year. It indicates that households could not survive if per capita annual income were 625 Yuan or
below; the other is that by their calculation, at least 900 Yuan is needed for one’s basic living
expenditure in a year. At one of the research sites in Sichuan Province, at least 1500 Yuan is
needed for local villagers to survive. In this case, households whose incomes are below the poverty
line cannot continue their daily life and need social relief. A similar situation was observed in
Jiangsu Province.
Jiangsu Province identified 637 Yuan per capita per year as the absolute poverty line, but this
amount cannot ensure survival in Z Village. Most farmland in Z Village has been encroached by
industrialization and the remainder cannot be cultivated due to water pollution. Therefore,
vegetables and food cannot be obtained from the farmland and must be purchased at the market,
as must drinkable water, electricity and other daily items. The daily expenditure of the villagers is
similar to that of urban residents. Therefore, with at least 6000 Yuan per year a family of three
people can survive. The local subsidy for Wu Bao hu (households without work capacity or other
means of support) has reached 3000 Yuan per person a year.
The local government of WJ District where Z Village is located established the minimal living
support (Di Bao) line of 2160 Yuan per person per year, which is much higher than the absolute
_________________________________________________________
7

Although in case of Ravallion and Chen these are based on the actual consumption bundles of those between the poorest 15th
and 25th percentile nationally, while Meng, Gregory and Wang base it on the consumption bundle of the poorest 20% in each
province.
8
This is a population-weighted average of provincial poverty lines reported in Meng, Gregory and Wang (2005).
9
Similar or even higher poverty lines have also been estimated by other researchers; for instance; Hussain (2003) estimated an
average urban food poverty line of 1392 Yuan per person per year for 1998 also using a norm of 2100 calories per person per
day.
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poverty line as well as the Di Bao line in other provinces. However, with regard to the consumption
level in southern Jiangsu Province, Di Bao should be regarded as the poverty line between the
standards of the poorest and the basic living standard. However, the poverty line based on the
villagers’ perceptions is higher than this poverty line.
According to the villagers, the poor households not only include Di Bao households, but also those
who are not Di Bao according to their income, yet their income cannot balance expenditure and
households have to be in debt and seek help from relatives and friends.
Source: Fieldwork in Jiangxi, Sichuan and Jiangsu provinces. CASS-IOS (2006).

Thus, to conclude, whether in relation to poverty standards used in other countries, or the
rise in living standards within China, or in relation to recent valuations of the cost of
meeting basic needs, China’s current poverty threshold seems to be relatively low. While
this threshold may have served its purpose well in the 1980s and 1990s (when the overall
levels of poverty were relatively high), continuing reliance on it now as a guide to future
poverty reduction policies runs the risk of demarcating the problem (and hence its
attempted solutions) too narrowly. It may be time for China to consider adopting a higher
poverty threshold.

b. Vulnerability to poverty because of income shocks remains widespread
Vulnerability to poverty
because of income
shocks remains
widespread…

If those who exited poverty did so permanently and no new poor emerged, the task of
eliminating poverty would be relatively simple. However, in practice, even amongst the
non-poor, some households may face the possibility of falling into poverty at some point in
the future because they are unable to cope with income shocks against which they have
limited or sometimes no insurance. Such shocks can be large-scale—the financial crisis
of the late 1990s, the SARS epidemic, and the tsunami disaster of 2004 are leading
examples of large-scale shocks that have affected East Asia—in which case they tend to
generate the most public attention. But a number of recent studies indicate that even in
the absence of such high-profile aggregate shocks, there is considerable ‘churning’ in and
out of poverty, reflecting the exposure of households to a myriad of more localized and
idiosyncratic shocks, ranging from the ill health of the primary income-earner and job loss,
to crop-yield variability, adverse commodity price movements and area-specific natural
hazards. At any given point in time, therefore, besides the group of people who are
currently observed to be poor, there may be many who face a significant risk of falling into
poverty—i.e., are vulnerable to poverty.
How large then is the challenge of poverty alleviation in China viewed from this (dynamic
and stochastic) perspective? This section presents some recent findings based on
analyses of panel data for 25987 households that were included in each of three Rural
Household Surveys for 2001, 2003 and 2004 conducted by the National Bureau of
Statistics. Since the same survey instruments were used in each year, the panel provides
consistent measures of income and consumption for each household at three points in
time. 10 It is thus possible to track the poverty status of each household for each of the
three years.
Two major findings emerge from this analysis:

•
•

there is a much larger population at risk of poverty than is likely to be inferred from
observed poverty rates at any given time,
for both the minority who are persistently poor and the much larger number who are
vulnerable to transitory episodes of poverty, the severity of poverty is largely
attributable exposure to uninsured risks

_________________________________________________________
10

The longitudinal panel was specially constructed for the analysis undertaken for this poverty assessment as part of a collaborative
effort with the National Bureau of Statistics. The panel is a sub-sample of the annual Rural Household Surveys (RHS), but it
has national representation. It covers 386 of the 847 counties included in the RHS (excluding Tibet). In particular, the panel
includes households for all the 199 designated poor counties and for 187 out of 648 non-poor counties included in the RHS
sample. Random selection amongst the non-poor counties ensured that the panel is nationally representative.
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These findings are described in greater detail below.
Nearly a third of China’s rural population was poor at least once between 2001 and 2004
Typical poverty monitoring is based on cross-sectional surveys which present information
on income/consumption distributions one date at a time. Poverty measures are estimated
from these data one year at a time. However, since different sets of households could be
poor in different years, a cross-sectional series of poverty measures does not shed light
on the size of the population that faces a significant risk of poverty over a period of time.
The evidence summarized in Table 2.12 and Table 2.13 shows that this population is
relatively large in China.
Table 2.12 : The incidence of persistent and transient income poverty in rural China: 2001-2004
Income poverty

Share of rural population (%)
Poor in
Average
Poor in 2 only 1 of Poor in at
headcount
Not poor
Poor in
of the 3
the 3
least one
index
Vulnerability-toall 3 years years
years
year
in any year 2001-04
poverty ratio
(4)=(1)+(2)+
(1)
(2)
(3)
(3)
(5)
(7)
(8)=(4)/(7)
0.1
0.8
5.4
6.3
93.7
2.6
2.4
(1.6)
(13.2)
(85.1)
(100)
0.5
4.3
15.8
20.6
79.4
9.0
2.3
(2.6)
(20.6)
(76.8)
(100)
0.7
3.1
12.3
16.1
83.9
7.0
2.3
(4.3)
(19.2)
(76.4)
(100)
5.3
7.1
14.3
26.7
73.3
15.2
1.8
(20.0)
(26.7)
(53.4)
(100)
9.3
16.8
24.5
50.5
49.5
28.2
1.8
(18.4)
(33.1)
(48.5)
(100)

Region
Coastal
Northeast
Central
Southwest
Northwest
Area
Non-mountainous, non-minority

0.5
2.4
9.4
12.3
87.7
5.2
2.4
(4.1)
(19.3)
(76.6)
(100)
Non-mountainous, minority
6.8
9.9
20.3
36.9
63.0
20.3
1.8
(18.3)
(26.9)
(54.8)
(100)
Mountainous, non-minority
4.8
8.5
16.0
29.3
70.7
15.8
1.9
(32.2)
(57.0)
(10.8)
(100)
Mountainous, minority
10.3
12.5
20.2
42.9
57.1
25.8
1.7
(23.9)
(29.1)
(47.0)
(100)
All rural
2.3
4.6
11.9
18.8
81.2
9.3
2.0
(12.2)
(24.4)
(63.4)
(100)
Sources and notes: World Bank estimates based on panel data from NBS’ Rural Household Surveys for 2001, 2003 and 2004,
using the poverty line of 888 Yuan per persons per year at 2003 rural prices. For a definition of regions and topographic/ethnicity
categories, see Box 4.10. The numbers in parentheses report the shares of the poor in all 3 years, in 2 years and in one year
respectively as percentages of the vulnerable population (poor in at least one year).

Thus, for instance, using per capita income as the measure of welfare, during 2001-04, on
average, 9.3% of the rural population in China was below the World Bank poverty line of
888 Yuan per person per year at 2003 prices. (This is an average of rural headcount
indices of 10.3, 9.6 and 8.1% for 2001, 2003 and 2004 respectively.) This can be
compared with the percentage of the rural population who were poor in only one year, two
years or all three years; these are estimated at 11.9, 4.6 and 2.3% respectively. One can
also calculate the proportion of population who were poor in at least one of the three years
– who, in other words, had a one-third or higher probability of falling into poverty. If this
segment were to be designated as “vulnerable”, the proportion of this vulnerable group in
rural population is estimated to be 18.8%. Thus, the population facing a significant risk of
poverty is about twice as large as the population typically estimated to be in poverty.
As shown in Table 2.13, the pattern is similar for consumption poverty; while the average
proportion in poverty over the three years was 17.8% (4.2%), the proportion of poor in at
least one of the three years was 30.9% (9.6%), implying a vulnerability-poverty ratio of 1.7
(2.3).
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Table 2.13 : The incidence of persistent and transient consumption poverty in rural China: 2001-2004
Consumption poverty

Share of rural population (%)
Poor in
Average
Poor in 2 only 1 of Poor in at
headcount
Not poor
Poor in
of the 3
the 3
least one
index
Vulnerability-toall 3 years years
years
year
in any year 2001-04
poverty ratio
(4)=(1)+(2)+
(1)
(2)
(3)
(3)
(5)
(7)
(8)=(4)/(7)
2.0
4.4
10.7
17.1
82.9
8.7
2.0
(11.7)
(25.9)
(62.5)
(100)
3.3
7.3
17.7
28.4
71.6
14.6
1.9
(11.7)
(25.8)
(62.5)
(100)
5.0
9.0
17.2
31.2
68.8
17.0
1.8
(16.1)
(28.8)
(55.1)
(100)
11.3
11.2
16.2
38.6
61.4
24.8
1.6
(29.3)
(28.9)
(41.8)
(100)
21.8
20.1
18.5
60.4
39.6
41.0
1.5
(36.1)
(33.3)
(30.7)
(100)

Region
Coastal
Northeast
Central
Southwest
Northwest
Area
Non-mountainous, non-minority

4.0
7.4
14.4
25.7
74.3
13.7
1.9
(15.4)
(28.8)
(55.8)
(100)
Non-mountainous, minority
16.1
12.4
21.9
50.4
49.6
32.4
1.6
(31.9)
(24.6)
(43.5)
(100)
Mountainous, non-minority
10.9
11.1
15.7
37.7
62.2
23.2
1.6
(28.9)
(29.5)
(41.7)
(100)
Mountainous, minority
19.1
15.6
17.2
51.8
48.2
36.2
1.4
(36.8)
(30.1)
(33.1)
(100)
All rural
6.9
8.9
15.1
30.9
69.1
17.8
1.7
(22.3)
(28.9)
(48.9)
(100)
Sources and notes: World Bank estimates based on panel data from NBS’ Rural Household Surveys for 2001, 2003 and 2004,
using the poverty line of 888 Yuan per persons per year at 2003 rural prices.. For a definition of regions and topographic/ethnicity
categories, see Box 4.10. The numbers in parentheses report the shares of the poor in all 3 years, in 2 years and in one year
respectively as percentage of the vulnerable population (poor in at least one year).

Another useful ratio to look at is the share of those who are persistently poor (poor in all
three years) to the vulnerable (poor in at least one year). For income poverty, this share is
12%, and it is 22% for consumption poverty. Thus, one in every eighth or fifth vulnerable
person is persistently poor, while the rest are poor only periodically. This is indicative of a
relatively high degree of temporary poverty.
However, there are marked differences in the ratio of persistently poor (poor in all three
years) to the vulnerable. Across regions, for instance, in the case of income poverty the
ratio of persistently poor is less than 5% in coastal, northeast and central regions, while it
is around 20% in the western region. A similar regional contrast is also notable for dollara-day consumption poverty, where the share of persistently poor amongst the vulnerable
in western region is 2-3 times as that in other provinces.
Similarly, remoteness and minority status are associated with significantly higher shares of
persistently poor amongst the vulnerable; for consumption poverty, for instance, this share
is 15% for non-mountainous, non-minority areas, while it is 37% for mountainous, minority
areas.
The increasing importance of vulnerability is also strongly indicated in the qualitative
poverty assessment in the 12 study villages. Rural poverty is increasingly seen by the
villagers not as a constant lack of adequate food and clothing (although that was seemed
to be true for a few households) but mainly in terms of economic vulnerability, poverty
circulation of households and inconsistencies with social development. The villagers
alluded to the unstable balance of income and expenditure which (in the absence of
adequate social relief) is easily broken by many events such as illness, disasters,
accidents or business failure. Being in debt (in order to meet any of these contingencies)
was widely reported to be an important indicator for identifying households in poverty.
The villagers’ accounts provide many examples of how new risks have emerged or
existing risks have become more severe.
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Box 2.7 : New or aggravated risks of falling into poverty in study villages
The villagers in the study villages identify economic vulnerability as a major issue for rural poverty.
Their accounts provide many examples of the risks faced by households that make them vulnerable
to falling into poverty:
Ill health has become one of the most important factors leading to rural poverty in an environment
of unaffordable medical care. According to the township hospital in J township of Jiangxi Province,
the average expenditure to see a doctor is about 30 Yuan for one visit. Medical care has become a
major part of daily living expenditure. According to fieldwork in Q Village of Inner Mongolia, one
household paid more than 4000 Yuan for hospitalization due to a serious disease in 2005, but was
only reimbursed 750 Yuan. According to CMS, households still need to bear the burden of a large
part of the costs of hospitalization; hence the system cannot solve the problem that many
households do not go to hospital when it is necessary. Moreover, some chronic diseases are the
main factors leading to poverty, but expenditure on them cannot be reimbursed simply because the
patients are not hospitalized.
While farmers have gained from greater economic integration of agricultural markets, they are also
more exposed to price shocks. For instance, most of the households in J Village in Sichuan had
moved out of poverty through growing mushrooms on a large scale in the early 1990s. However
since 1995, the price of mushrooms in the local market has plummeted, and as a result,
households’ incomes have declined rapidly, some households have become indebted, and many
villagers have left for cities to seek jobs.
Another major risk is that rural migrant workers cannot get their wages on schedule, and there are
large wage arrears. Villagers in DH Village of Gansu were unable to afford their children’s
education due to delays in payment of their wages and could not migrate for work any more.
Source: CASS-IOS (2006).

A large part of the severity of poverty in rural China is attributable to risk
With comparable data for the same households for several years, it is also possible to
decompose observed average poverty over a period of time into what have been termed
chronic and transient poverty components. Chronic poverty refers to poverty on account
of low mean incomes over time. This is the poverty level that would result even if there
was no variability in household incomes over time. The remainder – the difference
between average observed poverty and chronic poverty – is the transient component of
poverty and is attributable to variation in incomes over time. 11 The share of transient
poverty in aggregate poverty can thus be interpreted as the contribution of risk to overall
poverty. There is an underlying concern that the nature of poverty may be changing over
time in China. In particular, with the large-scale structural transformations in the country
and China’s success in combating extreme poverty, the issue is whether transient poverty
is now becoming the dominant form of poverty in China. Ultimately, this issue is of
concern because different sets of policies may be needed to address chronic and
transient poverty.
Table 2.14 presents the main results where the aggregate squared poverty gap indices for
rural China for 2001-04 are decomposed into transient and chronic components. 12 In
interpreting these results, one should note that some of transient poverty could be on
account of random errors in measuring household income or consumption consistently
over time; the transient component is thus better interpreted as an upper bound on the
extent of transient poverty.

_________________________________________________________
11
12

For a formal derivation of the chronic-transient poverty decomposition, see Ravallion (1988).
The squared poverty gap index is more appropriate for such decomposition because of its property that it is sensitive to variations
in income or consumption below the poverty line. The commonly-used headcount index does not have this property. For
instance, a household who is poor in all time periods, but has a highly variable income, will still have both its aggregate
observed poverty and the chronic poverty measures equal to unity. The headcount index fails to capture transient poverty
despite the variability in the household’s income. See Ravallion (1988) for further discussion.
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Table 2.14 : The contribution of risk to income and consumption poverty in rural
China
(% of aggregate squared poverty gap index 2001-04 attributable to risk)
Severity of poverty
Income
Consumption
Overall % attributable
Overall % attributable
level
to risk
level
to risk
Region
Coastal
0.49
94.8
0.51
60.8
Northeast
2.43
89.9
1.05
61.1
Central
0.72
86.6
0.95
53.8
Southwest
1.76
49.5
2.26
34.3
Northwest
4.54
62.1
4.61
32.6
Type of area
Non-mountainous, non-minority
0.78
87.0
0.86
54.3
Non-mountainous, minority
3.38
62.4
3.41
31.0
Mountainous, non-minority
2.12
61.8
2.25
34.9
Mountainous, minority
3.36
48.2
3.74
31.6
All rural
1.32
69.7
1.44
42.0
Sources and notes: World Bank estimates based on panel data from NBS’ Rural Household Surveys
for 2001, 2003 and 2004 using the poverty line of 888 Yuan per persons per year at 2003 rural
prices.. For a definition of regions and topographic/ethnicity categories, see Box 4.10. The severity
of poverty refers to aggregate squared poverty gap indices which are expressed as percentages.

A key finding from the decompositions is that the contribution of risk to aggregate poverty
is high. It is almost 70% for income poverty. Using consumption as a measure of welfare
for the same line, this declines to about 42% which is indicative of a degree of
consumption smoothing by the poor in the face of income shocks. 13
There are also large variations in the share of transient poverty across regions and
topographical/ethnicity categories. The highest shares of transient poverty are found in
the coastal, northeast and central regions, and in non-mountainous, non-minority areas,
while chronic poverty is relatively more prevalent in the western region and especially in
mountainous, minority areas.
The relative contribution
of risk rises as poverty
becomes less severe

The numbers in Table 2.14 suggest that the relative contribution of risk rises as poverty
becomes less severe. For instance, in the coastal region, where income poverty is least
severe, nearly 95% is attributable to risk; in contrast, risk accounts for less than two-thirds
of the overall severity of poverty in the northwest region where poverty is most severe.
Figure 2.27, which plots the share of the aggregate squared poverty gap attributable to
risk against the squared poverty gap indices across 20 region-topography-ethnicity
categories, confirms this pattern at a more disaggregated level. Thus, as poverty levels
decline the problem of risk-induced poverty tends to become relatively more important.

_________________________________________________________
13

Other studies have found comparable results. For instance, Jalan and Ravallion (1998, 2000) found a 49% share of transient
poverty for the rural areas of four provinces in southern China for 1985-90 using consumption as a measure of welfare. Yue, Li
and Wang (2005) on the other hand report a variety of estimates for different poverty lines and welfare measures for the
designated poor counties in China for the years 1997-2001. For a poverty line close to the dollar-a-day poverty line, they report
a 77% share of transient poverty using per capita income as a measure of welfare and a 42% share using consumption per
capita. Similarly, for the same poverty line, Whalley and Yue (2006) report transient poverty shares of 53 and 41% respectively
of income and consumption-based welfare measures using longitudinal data for rural China for the years 1998-2002.
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Contribution of risk to
poverty (%)

Figure 2.27 : The relative contribution of risk rises as poverty becomes less severe
(% of the aggregate squared consumption poverty gap attributable to risk across 20 regiontopography-ethnicity segments of the rural population)
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Source and notes: World Bank estimates based on panel data from NBS’ Rural Household Surveys
for 2001, 2003 and 2004. For a definition of regions and topographic/ethnicity categories, see Box
4.10. Each point refers to one of the 20 segments of the rural population formed as combinations of
five regions, two topographical categories (mountainous and non-mountainous areas) and two
ethnicity categories (minority and non-minority areas). The squared poverty gap is in terms of
consumption poverty relative to the World Bank poverty line of 888 Yuan per person per year at 2003
rural prices.

These findings have two implications. First, although we do not have the requisite data to
conduct this analysis for urban areas, the transient component of urban poverty is likely to
be high in view of the comparatively low levels of poverty in urban areas. Second, it also
suggests that as China makes further progress in poverty reduction, the poverty challenge
facing the country will increasingly take the form of tackling transient poverty. One should
however note that a relatively high share of transient poverty does not mean that the
problem of poverty has been rendered necessarily less serious or its solutions relatively
easier. But, it does imply that social policies may have to focus on risk mitigation and risk
management strategies more than was necessary when chronic poverty was the dominant
form of poverty.
But risk is an element of
poverty even for the
persistently poor

At the same time, it should be noted that even for the persistent poor, exposure to risk
adds to the severity of poverty. For instance, as shown in Figure 2.28, though chronic
poverty associated with low mean levels of consumption is responsible for a greater
fraction of the severity of poverty for rural residents of the northwest, in absolute terms,
the component of the aggregate squared poverty gap attributable to risk is large, larger
even than for households in more prosperous areas—e.g., the coastal region—where
exposure to risk is the primary cause of poverty. What this suggests is that even for the
persistent poor, policies are needed not just to build up asset bases and long-term
income-generating capacity, but also to mitigate exposure to risk. In fact, research
elsewhere in the developing world indicates that because exposure to risk can keep
households from adopting high-risk but high-return income-enhancing strategies, reducing
this exposure can itself enable the poor to increase their long-term income prospects.
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Figure 2.28 : Even for the persistently poor, risk adds to the severity of poverty
(Aggregate squared poverty gap(2001-2004) and its components, by segment )
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Source and notes: World Bank estimates based on panel data from NBS’ Rural Household Surveys
for 2001, 2003 and 2004. For a definition of regions and topographic/ethnicity categories, see Box
4.10. Each point refers to one of the 20 segments of the rural population formed as combinations of
five regions, two topographical categories (mountainous and non-mountainous areas) and two
ethnicity categories (minority and non-minority areas). The squared poverty gap is in terms of
consumption poverty relative to the World Bank poverty line of 888 Yuan per person per year at 2003
rural prices.

Exposure to risk may be one reason why China’s poor have unusually high savings
rates
Exposure to risk and the
resulting need for
precautionary saving may
be one reason why so
many of China’s poor and
low-income households
China tend to save…

Exposure to risk can also depress consumption levels as households, even the poor,
engage in precautionary savings to protect themselves from future income shocks. The
considerable risk that rural households are exposed to may be one reason why a
remarkably high fraction of even China’s poor and low-income households save, and why
household savings rates are so high (Table 2.15). For instance, in rural areas, 43% of the
households with per-capita annual incomes below the World Bank poverty line of 888
Yuan per person per year save, and the median savings rate amongst low-income
households earning between the poverty line and twice that line is over 17%.
Table 2.15 : Even the poor in China tend to save and household saving rates are
high
(Median savings rates and % of households saving in different income ranges)
Rural

Urban
Median
Median
savings rate % of house- savings rate
(as % of
holds
(as % of
income)
saving
income)

% of houseAnnual per-capita household
holds
income range
saving
Less than 888 yuan (WB poverty
line)
43.1
-5.7
23.5
-13.2
Between 888 and 1776 yuan
70.6
17.5
48.5
-0.8
Between 1776 and 2664 yuan
83.0
30.4
60.3
4.3
Between 2664 and 3552 yuan
87.7
38.6
70.7
10.5
Between 3552 and 4440 yuan
89.5
43.7
72.5
12.8
Between 4440 and 5328 yuan
90.3
46.8
77.3
16.8
Between 5328 and 6216 yuan
90.8
48.6
80.3
19.6
Greater than 6216 yuan
92.1
55.0
86.5
29.2
All households
79.7
30.4
81.8
23.2
Sources and notes: World Bank estimates from national samples of NBS’ 2003 Rural and Urban
Household Surveys. Savings are defined as the difference between net income and living

Why the task is not complete

29

expenditures. The savings rate is calculated as a percentage of income.
…and why the number of
consumption poor in
China is roughly double
the number of income
poor

Because of the high savings rates amongst low-income households in China, many of the
near poor in terms of income are consumption poor (Figure 2.29). The result is that the
number of consumption poor is almost double the number of income poor.
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Figure 2.29 : Many households are not income-poor but are consumption-poor
(% of households that are consume less than the poverty line within various income ranges )

Annual per-capita income range (yuan)
Source and notes: World Bank estimates from national samples of NBS’ 2003 Rural and Urban
Household Surveys. The World Bank poverty line is equivalent to 888 Yuan per-capita annually in
2003 China prices.

c. Eliminating the remaining poverty has become harder as the poverty rate has
declined
China’s success at poverty reduction has bred its own challenges. As the poverty rate has
declined, it has become harder to eliminate the remaining poverty.
…because the remaining poor are harder to reach
Through the 1980s and up to the mid-1990s, broad-based growth in rural incomes led to
sharply falling poverty rates in the densely populated rural areas of the central and coastal
regions. Poverty rates did fall in the more sparsely populated West and in more
mountainous areas but by less. The result was a pronounced increase in the share of the
poor living in the Western region of the country. There remained many poor people in the
coastal and central regions but they constituted a smaller fraction of the poor nationwide.
Since the mid-1990s, poverty rates in the Western region have fallen as well except in
especially remote mountainous and minority areas, where because of geography and
agro-climatic conditions, the challenges of ensuring sustainable livelihoods are particularly
severe. A consequence of this success, however, is that the share of the poor who are
dispersed through the non-mountainous areas outside of the Western region has risen
(Figure 2.30).
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Figure 2.30 : The Western region’s share of China’s rural poor has fallen to about
half in the last decade
Western region's
share of rural
poor (%)
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Source and notes: The official poverty rates are from NBS (2005a). The share of the Western region
in rural poor is based on World Bank (2001) for all years before 2001, and on World Bank estimates
from NBS Rural Household Surveys for 2001 and 2003 using the official poverty line.
…because the remaining
poor are harder to reach

The result is that the remaining poor in China today are roughly equally divided between
remote upland communities, primarily in the western region, and households dispersed
across villages throughout China’s non-mountainous areas, including in the more
prosperous coastal and central regions. And both groups, for distinct reasons, are hard to
reach.
…and because the responsiveness of poverty reduction to economic growth has fallen
As noted earlier, over the two-and-a-half decades since the beginning of economic
reforms in the late-1970s, China’s performance in alleviating absolute poverty has been
highly impressive. For instance, by 2004 the proportion in absolute poverty (those with
per capita income below the basic needs line) fell to less than 12% of its level in 1981,
while the number of poor declined to about 15% of the level in 1981. A major factor
underlying this stellar performance has been China’s strong economic growth over this
period. During 1981-2004, the trend rate of growth in China’s real per capita GDP has
been about 7.3% per annum. 14 At this rate, per capita income doubles every ten years,
and over the period 1981-2004 China’s per capita GDP increased by a factor of about 5.8.
As Figure 2.31 shows, the impressive fall in poverty rates largely mirrors the impressive
growth in average incomes. Growth has been pro-poor in China.
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Figure 2.31 : The poverty-growth scissors: 1981-2005

Source and notes: Estimates of the headcount indices refer to income poverty at the national level. The poverty
series for 1981-2001 is based on estimates Ravallion and Chen (2007) and is in terms of the basic needs poverty line
_________________________________________________________
14

Real GDP here is defined as GDP at current prices deflated by the national Consumer Price Index (CPI), and uses the revised
GDP series recently released by the government.
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estimated there. The estimates for 2001-2005 are based on calculations from NBS Rural and Urban Household
Surveys using World Bank poverty line, and are spliced with the 1981-2001 series. Per capita GDP is from NBS
China Statistical Yearbook: 2007; it is deflated by the national CPI also from the same source.

While poverty has clearly been responsive to growth, concerns have however been
expressed if this responsiveness has been declining over time, and whether this is
beginning to impose some limits to the prospects for future growth-mediated reduction of
poverty. This section reviews recent evidence on poverty and growth from this
perspective.
A simple measure of the responsiveness of poverty to economic growth is the elasticity of
poverty measures with respect to real per capita income. This elasticity for the national
headcount index is reported in Table 2.16. 15
Table 2.16 : Responsiveness of poverty to growth has declined, 1981-2005

Annual percentage change in:
Per capita
GDP
Headcount (constant
Gini
index
prices)
index
6th Plan
7th Plan
8th Plan
9th Plan
10th Plan

1981-1985
1986-1990
1990-1995
1996-2000
2001-2005

-26.1
7.1
-10.2
-3.4
-9.0

10.2
5.8
11.2
7.0
8.9

-0.8
2.5
2.9
2.3
1.4

Elasticity of headcount
index with respect to real
per capita GDP:

Unconditional

Controlling
for
inequality

-2.52
0.95
-0.90
-0.48
-1.03

-2.40
-0.43
-1.36
-1.54
-1.55

1981-2005
-7.1
8.3
2.0
-0.87
-1.79
Sources and notes: Same as for Figure 2.31. The elasticities are estimated from regressions of log
poverty measures on log per capita income and interactions with dummy variables for each plan
period. The elasticities controlling for inequality also include log Gini indices interacted with plan
dummy variables as additional regressors.

For the period 1981-2005 as a whole, the proportion of population below the poverty line
fell at a trend rate of about 7.1% annually. Over the same period, per capita GDP grew at
the rate of 8.3% per year. Thus, for the period as a whole, the (absolute) elasticity of the
headcount index with respect to per capita survey income was 0.9, implying that a 10%
increase in per capita GDP was associated with a 9% fall in the proportion of population
below the poverty line. However, there was also considerable variation in trends across
the different Plan periods. What can be learnt from this experience regarding the
responsiveness of poverty to growth?
Setting aside the somewhat exceptional experience of the 7th Plan period (1986-90), the
main thrust of the evidence is that while growth continues to be pro-poor it is significantly
less so now than it used to be. For instance, on comparing the early 1980s with the most
recent period 2001-05, the absolute elasticity of the headcount index with respect to per
capita GDP fell from 2.5 to 1. Thus, poverty is now about 40% as responsive to growth as
it used to be in the early 1980s.
A principal factor underlying the declining responsiveness of poverty to growth is the rise
in inequality over this period. The Gini index of inequality of per capita incomes increased
at a trend rate of 2% per annum over the whole period. This rise in inequality has served
to dampen the poverty impact of growth. This is evident from the results presented in the
last two columns of Table 2.16., which show that once changes in inequality are controlled
for, not only is the absolute growth elasticity of poverty about twice as high as the
_________________________________________________________
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The results are similar for the poverty gap and the squared poverty gap measures.
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unconditional elasticity for the 25-year period as a whole, but also the declining trend in
the absolute growth elasticities of poverty is substantially attenuated.
This evidence thus suggests that while growth has been a major driver of poverty
reduction, the efficiency of growth in reducing poverty has been declining, and unless the
rise in inequalities can be halted or reversed, more growth will now be needed to deliver
the same rate of poverty reduction.

d. Income inequality has increased significantly
China is no longer the low-inequality country it was a quarter century ago
Income inequality has
risen significantly since
the beginning of reforms

There has been much concern and public debate about the rise in income inequality in
China. Income inequality in China has indeed increased significantly since the start of
economic reforms a quarter century ago. Estimates from the national samples of the NBS
Rural and Urban Household Surveys indicate that the Gini index of income inequality has
risen from 30.9% in 1981 to 45.3% in 2003 (Figure 2.32).
Figure 2.32 : The evolution of income inequality in China since the start of reforms
(Gini index of income inequality from 1981 to 2005)
Adjusted for rural-urban cost of living differences
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Source and notes: Chen and Ravallion (2007) for all years up to 2001; for later years, World Bank
estimates from NBS Rural and Urban Household Surveys.
Adjusting for spatial cost
of living differences
dampens the level of
inequality, but does not
alter the increasing trend.

Adjusting for spatial – inter-provincial and rural-urban – cost of living differences dampens
the level of inequality, but does not alter the increasing trend. Adjusting for only ruralurban cost of living differences also confirms the increasing trend in Gini indices of income
inequality between 1990 and 2005. And other measures of inequality, such as the Theil
index and the ratio of mean incomes in the richest and poorest deciles of the population,
confirm the overall trend reflected by the Gini.
A more disaggregated picture of the distribution of income in 2003—the latest year for
which household-level data from a large-scale nationally representative sample is
available—is provided in Figure 2.33, which shows the shares of overall income accruing
to deciles of the population ordered from the poorest 10% to the richest 10%. The poorest
10% of the population received a 1.8% share of overall income while the share of the
richest 10% was 29.9%.
Figure 2.33 : The distribution of income in China in 2003
(Share of overall income, by decile, from the poorest 10% to the richest 10%)
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Source and notes: World Bank estimates from 2003 NBS Rural and Urban Household Surveys.
Incomes adjusted for spatial cost-of-living differences using the spatial price indices calculated by
Brandt and Holz (2006).

From a global perspective, China, today, is no longer the low-income-inequality country it
was at the start of the reforms a quarter century ago. But it is worth bearing in mind that
contrary to what is sometimes implied, neither can it be considered a high-incomeinequality nation. The measured level of inequality in China is, in fact, comparable to that
in many other middle-income economies, including some in the East Asia region such as
Thailand and Malaysia and is still lower than that in many Latin American countries
(Figure 2.34). 16
Figure 2.34 : Income inequality in China from a cross-country perspective
(Gini indices of inequality for a number of countries)
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U.S.A.-2000 (inc.)
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India-2000 (con.)
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Source and notes: World Bank (2005a) World Development Report, 2006 for countries other than China; Ravallion and Chen (2007)
for China pre-2003; World Bank estimates from NBS Rural and Urban Household Surveys for China 2003.

Where China stands out is in the magnitude of the increase in inequality and the pace at
which it has occurred (Figure 2.35).

Gini coefficient of
inequality

Figure 2.35 : China stands out globally in the magnitude and pace with which
incomes and income inequality have increased
(Per-capita income and Gini index of income inequality trajectories for the last two decades)
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Source and notes: World Bank (2005a) except estimates for China for 2003. Each line segment
depicts the trajectory of per-capita GDP and income inequality over the last two decades for a
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However, China’s method of using self-recorded diaries to measure income are likely to lead to lower inequality estimates than
traditional (one-time) survey methods employed in most countries, so in comparative perspective the estimates for China are
likely to be lower bounds.
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particular country. The beginning and end-years vary from country to country because of data
availability, but in general span the period from the early-to-mid 1980s to the late 1990s and early
years of the twenty-first century.

The rural-urban income gap has grown…
The rural-urban income
gap has grown in recent
years…

Media reports in recent years have made frequent mention of the fact that the difference
between rural and urban incomes in China has reached historically high levels. That is
certainly true in terms of the ratio of nominal mean urban incomes to mean rural incomes,
which in 2007 has reached 3.3. When adjustments are made for inflation and for cost-ofliving differences between rural and urban areas, the trend is less strong, but rural-urban
inequality still increased significantly since the mid-1990s (Figure 2.36), while there are
reasons to believe that the measured disparity could still be an underestimate (see Box
2.8). Moreover, because mean household incomes have grown at such a rapid rate, even
in the absence of any long-term trend in the ratio of urban to rural incomes, the absolute
gap has widened tremendously.
Figure 2.36 : The rural-urban income gap has grown in recent years
(Ratio of mean urban incomes to mean rural incomes from 1980 to 2007)
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Sources and notes: World Bank estimates based on published data from China Statistical Yearbooks
(NBS).

Box 2.8 : The rural-urban income gap as measured through household surveys
could be underestimated
The rural-urban income gaps measured by the NBS urban and rural household surveys are subject
to a number of sources of potential bias.
First, the urban sample excluded migrants living in urban areas until 2001, and afterwards migrants
comprised less than 2% of the urban sample population even though the 2000 census found that
14.6% of the population living in cities were migrants. However, studies that include migrants do
not find that including migrants in urban income calculations reduces rural-urban income gaps
appreciably (Sicular et al, 2007; Park and Wang 2007).
A related problem is that the NBS rural household survey includes as household members
individuals who live away from home for more than 6 months but whose economic life remains
closely tied to the household (e.g., spouses, unmarried children). Many such individuals actually
reside in urban areas which means their inclusion as rural household members could create
upward bias in measured rural income per capita.
Another potential source of bias is that some categories of income are excluded from NBS’s
definition of income. According to Sicular and others (2007), including the rental value of housing
as income increases the urban-rural income ratio by 6% in 2002. Urban incomes also do not
include non-wage benefits such as housing subsidies, health care, pension, and unemployment
insurance benefits. One study that attempts to estimate the value of such benefits finds that they
increase the urban-rural income ratio by as much as one third (Li and Luo 2006).
Finally, if the more rapid increase in the cost of living in urban areas compared to rural areas
reflects increases in the quality of goods consumed rather than an increase in the prices of goods
of the same quality, the comparison of real incomes in rural and urban areas may underestimate
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the increase in the rural-urban gap.
These factors tend to suggest that the rural-urban income gap as measured through the sueveys
could well be understated.

…and inequality within both rural and urban areas has risen
Inequality within both
rural and urban areas has
risen

The widening rural-urban income gap has received the most attention in the popular press
in discussions of the overall rise in income inequality. Equally important, however, for the
overall rise in inequality, has been the increase in income inequality within both rural and
urban areas (Figure 2.37).

Gini coefficient of income
inequality

Figure 2.37 : Income inequality within rural and urban areas has increased
(Gini index of income inequality within rural and urban areas from 1981 to 2005)
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Sources and notes: Chen and Ravallion (2007) for all years except 2003; for 2003, World Bank
estimates from NBS Rural and Urban Household Surveys.

…while the contribution of inter-provincial income differences to overall inequality has
narrowed
…while the contribution
of inter-provincial
differences to inequality
has narrowed

On the other hand, regional and inter-provincial differences that have figured prominently
in past discussions of income inequality in China, appear to have narrowed in the last
decade, particularly in urban areas. This can be seen in Figure 2.38, which, for each of
three years—1987, 1995 and 2003—presents a decomposition of the Theil index of
income inequality into five components:

•
•
•
•
•

differences in mean incomes between rural and urban areas nationally
differences in mean incomes between rural areas of different provinces
inequality within rural areas within each province
differences in mean incomes between urban areas of different provinces
inequality within urban areas within each province
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Figure 2.38 : Inequality within rural and urban areas has become an increasingly
important component of overall inequality
(Theil decomposition of the levels and changes in income inequality between 1987 and 2003)
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Source and notes: World Bank (1997) for 1987 and 1995. World Bank estimates from NBS Rural and
Urban Household Surveys for 2003. All estimates based on large nationally representative samples
without adjustments for spatial price differences.
Components of overall inequality:

Between 1995 and 2003 inter-provincial differences in both rural and urban incomes
narrowed to the point where their contribution to the overall change in inequality was
negative. And as a share of inequality in 2003, the component attributable to such
differences had fallen to 12.9%. On the other hand, rural-urban income differences and
income inequality within rural and urban areas within provinces continued to grow in
importance, both in terms of their share of overall inequality in 2003, and their contribution
to the rise in inequality over time. Adjustments for spatial price differences further magnify
the importance of growing inequality within rural and urban areas of provinces, though the
rural-urban gap remains important.

e. Disparities in other aspects of human development remain and in some cases
have grown
Disparities in other
aspects of human
development mirror the
disparities in income…

China’s successes have not only been in raising incomes. China’s progress in human
development has been equally, if not more, impressive. In terms of various human
development indicators, China compares favorably to levels achieved in middle-income
countries. But as in the case of income growth and poverty reduction, the progress has
been uneven. And like income, disparities in many non-income aspects of human
development have grown in recent years. For instance, using provincial-level aggregates,
for rural and urban areas from published Census reports, Zhang and Kanbur (2005)
document rising inequality in illiteracy and infant-mortality rates between 1981 and 2000.
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Because of the marketization of public services, incomes now matter more for access
to health and education than they used to
…because incomes
matter more now than
they used to for access to
health and education

That disparities in human development mirror disparities in income is largely due to the
fact that incomes matter more now than they used to in determining access to health and
education. This is evident both at the household-level and across provinces. For instance,
at the provincial level, the differences in per-capita GDP and income are associated, in
recent years, with much greater differences in infant survival rates and high school
enrollment rates than they used to in 1990 (see Figure 7.88 in chapter 7). In 1990, a 10%
higher provincial per-capita mean income was, on average associated with a 0.9
percentage point higher high school enrollment rate; in 2003, a similar income difference
translated into a 2.5 percentage point difference in high school enrollment rates. Income
differences seem to matter even more for disparities in infant mortality rates.

…because of the
marketization of public
service delivery

Incomes matter more now than they used to because the change in the institutional
arrangements for the provision of health and education has led to a marketization of
service delivery. The dismantling of the communes in rural areas and the move to the
Household Responsibility System was arguably the single most important reason for the
rapid decline in poverty China experienced in the first half of the 1980s. However, a
byproduct of this institutional transformation has been the increasing marketization of
public service delivery in rural areas. In place of the communes, local governments were
charged with administering and financing these services. In poorer areas, they were
unable to fully do so because of a lack of fiscal resources. Schools and health facilities
have therefore had to increasingly rely on charging user fees to rural households in order
to cover their costs.
…and the burden of health and education expenditures has increased for households

…and that has increased
the burden of health and
education expenditures
for the poor

A direct consequence of this is that the burden of health and education expenditures has
increased for rural households. For instance, it is estimated that the share of educational
expenditure in the household budget increased from 1.0 to 8.3 percent between 1988 and
2003, while the budget share of health expenditures increased from 1.6 to 5.1percent over
the same period (Figure 2.39). By one estimate, in the 10 years up to 2004, out-of-pocket
medical expenditures of households have increased 6-fold, and by forty times since 1980.
And more than 800 million Chinese remain uncovered by health insurance (World Bank,
2006). Similarly, it is estimated that between 1997 and 2000, about 50% of the
operational fees for basic education was paid by the farmers. In the survey of 3037
villages undertaken in connection with this report, primary school fees per year for a fifth
grade student averaged 260 Yuan in 2004 while fees per student per year for middle
school averaged 442 Yuan, or about 40% and 70%, respectively of the official poverty
line.

Figure 2.39 : The burden of health and education expenditures has increased for rural households
(Mean budget shares of education and health expenditures, by per-capita income decile)
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national sample of the NBS 2003 Rural Household Survey. Deciles are defined in terms of per-capita incomes adjusted for spatial
price differences.
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f. Restructuring of the urban labor market and the dismantling of the iron rice
bowl has led to new challenges
Unemployment has risen in urban areas while labor force participation has decreased
Rising unemployment in
urban areas

Beginning in the mid-1990s, China undertook aggressive restructuring of loss-making
state-owned enterprises, leading to the layoffs of tens of millions of urban workers.
Between 1994, when it was at its peak, and 2006, employment in state-owned enterprises
and urban collectives fell by 73 million, from 145 million workers to 72 million. For the first
time since the founding of the PRC, China’s urban areas experienced high rates of
unemployment, causing substantial dislocation and hardship for many urban families.
The officially reported unemployment rate, calculated as the number of administratively
registered unemployed workers divided by the total number of employed and registered
unemployed workers stayed low, increasing from 3.1% in 1996 to 4.3% in 2003, falling
slightly to 4.1% in 2006. However, other survey-based estimates suggest much higher
unemployment rates (Figure 2.40).
Figure 2.40 : Estimates of urban unemployment rates and labor force participation
rate
(%)
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Sources and notes: 1.China Labor Statistical Yearbook (2005); 2.Cai, Park, and Zhao (2006); 3.Giles,
Park, and Zhang (2005); 4. World Bank calculations based on 2003 NBS Urban Household Survey.

Estimates based on national labor force survey aggregate statistics suggest that the
unemployment rate has been in the 5.6% to 7.6% range since 1998. Census-based
extrapolations form China Urban Labor Survey data in 5 large cities using an
internationally standard definition of unemployment finds the unemployment rate of local
residents (excluding migrants) increased form 6.8% in 1996 to 11.1% in 2002 then
declined to 6.7% in 2005. Analysis of the NBS urban survey data (which includes very
few migrants) produced an unemployment rate of local residents of 8.8% in 2003.
…and declining labor
force participation

In addition to higher unemployment, China’s recent period of economic restructuring also
was characterized by a steadily declining labor force participation rate (Figure 2.40). The
main decline occurs after 1999, with the labor force participation rate falling by 10
percentage points by 2003. Because the decline was associated with restructuring, there
should be concern that many of those leaving the labor force were discouraged workers.
Growing informalization of the urban labor market has raised concerns about the
welfare of urban workers

Growing informalization
of the urban labor market
has raised concerns
about the welfare of

A corollary of the downsizing of the state sector in urban areas has been the
diversification of the urban labor market, with non-state entities accounting for a growing
share of urban employment since the mid-1990s. The fastest growing segment has been
the category of “other” unregistered workers, their share in urban employment increasing
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urban workers

from under 10% in 1995 to 35% in 2006 (see Figure 6.72 in chapter 6). These workers
can be described as “missing” workers, because their number reflects the difference
between the total urban employment estimated from labor force surveys, and the number
of workers reported through administrative channels by all registered entities. In principle,
therefore, these missing workers include unreported urban workers, unregistered informal
employment, including undocumented work by migrants in urban areas. The large
increase in the number of such workers thus suggests that informal urban employment
may have increased significantly in recent years.
The informalization (and diversification away from the state sector) of the Chinese labor
market, while it has undoubtedly helped create jobs and facilitated the allocation of labor
according to market principles, has also raised concerns because informal employment is
usually not contract-based and by its nature is “hidden”. That makes its harder to enforce
protective regulations for workers that ensure safe working environments and fair
treatment of workers. It also makes it difficult to develop and adequately finance
sustainable social insurance systems that cover most of the population.

g. A large “floating” population of rural migrants has emerged in urban areas
The emergence of a
“floating population” of
migrant workers from
rural areas

China has witnessed internal migration from rural to urban areas on an unprecedented
scale during the last decade a half. This migration has been described as the largest
peacetime movement of people in history. Large numbers of rural workers have migrated
to the cities to work, pulled by the jobs in China’s fast-growing manufacturing and service
industries, and pushed by the growing pool of surplus labor resulting from reforms in the
agricultural sector. Arguably, migration has played a foundational role in China’s growth
over the last two decades. In urban areas, the abundant supply of migrant workers has
been an important element of China’s global competitive advantage. This movement has
occurred despite longstanding policy impediments to labor mobility, notably, the “hukou” or
household registration system. An individual's "hukou" status is assigned at birth and
gives certain guarantees—an allocation of arable land in rural areas and rights to social
services provided by local government in urban areas. But, except for college graduates,
and except in certain provinces and some smaller towns and cities, switching one’s hukou
from rural to urban and from one location to another is difficult.
The result has been the emergence of a large “floating population” who live and earn their
livelihoods—for many months of each year—in locations where they do not have hukou
and thus have only limited and highly variable access to basic social services and
potentially suffer discrimination in access to economic opportunities. This has raised
concerns about the emergence of an urban underclass.
The exact scale of internal migration in China remains a subject of considerable debate.
Estimates differ depending upon the source of data and how migrants are defined in terms
of geographic scope, the duration of stay outside the source area and whether the
movement was accompanied by a change in hukou status. Rough estimates of the size of
the floating population—those who live for more than six months outside the township
where they have their hukou—indicate that it constituted nearly 150 million people in
recent years, nearly ten times the number in the late 1980s (see chapter 5 for further
discussion). Of these, nearly two-thirds were migrant workers from rural areas. Counting
migrants as those migrating for at least one month during the year, surveys conducted by
the Ministry of Agriculture (MOA) and the Ministry of Labor and Social Security (MOLSS)
suggest that the number of migrants increased more than 2.5 times between 1997 and
17
2004 (Figure 2.41). Of these, in 2004 about two-fifths migrated to another province.
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Other sources put the share of inter-provincial migration even higher; see further discussion in section 5e.
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Number of rural migrant workers
(millions)

Figure 2.41 : Recent trends in the number of rural migrant workers
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Sources and notes: Zhang Hongyu, Research Report on Rural Labor Migration and Employment, in
Proceeding of International Conference on China’s Transitional Labor Market, 2001; Liu Jianjing,
Rural Labor Employment and Transition, in China Employment Report 2003-2004, China Labor and
Social Security Press, 2004; MOA Production Policy and Rules Department, Analysis of Rural Labor
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Recent estimates from the National Bureau of Statistics put the number of rural migrants
(including migrant families) at 137 million in 2007, an increase by over 60% since 2001
(see section 5e for further discussion).
The nature of migration is changing and integrating migrant workers and their families
into urban areas poses new challenges
But the nature of
migration is changing…

But the nature of migration is changing. Migrants increasingly are resettling permanently
in urban areas, often with their families, and more and more migrants are sending their
children to school in urban areas despite the difficulties of educational access. According
to the CULS in 2005, nearly half of the migrant population have lived in their current city of
residence for more than 5 years, and 20% have lived there for more than 10 years.
Figure 2.42 : Migrants are living in the cities for long periods of time
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Sources and notes: China Urban Labor Survey 2005 of 12 cities.
…and migrants fare less
well in non-income
measures of welfare

When migrants do settle in the cities, they fare considerably worse than local residents in
nearly all non-income measures of welfare, including the quality and costs of housing,
access to education, and access to social insurance and social assistance programs. For
example, according to the 2005 CULS, compared to local residents migrants live in
housing with much less space (10.7 sq. m. versus 18.4 sq. m.), and less access to
drinking water (78.1% versus 98.8%), toilets (45.5% versus 88.2%) and less heating
(31.8% versus 61.7%).
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Migration may also be a cause of rising social inequities in urban areas. Where migrant
workers do bring their families to the cities, they are often denied access to governmentfunded health care facilities and priced out of local government schools.
These migrant workers
constitute a particularly
vulnerable segment of
the urban labor market…

Migrants remain a vulnerable segment of the urban labor market. Analysis undertaken for
this report reveals that, even controlling for occupation and skills, migrant workers earn
less than registered urban workers and they are more likely to experience wage arrears
and work without labor contracts. Few migrant workers participate in the main social
insurance programs in urban China. For instance, participation rates are 8.3% for
pensions, 6.8% for medical insurance, far lower than for registered urban workers. 18
These developments suggest that in the future migration may become more permanent
rather than selective, creating greater and more diverse needs for government policy.

_________________________________________________________
18

Further evidence in relation to migrants is discussed in chapters 5 and 7.
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3. A poverty reduction agenda consistent with the vision of a
xiaokang society
a. The challenges that remain as well as those that have emerged suggest a case
for reviewing and broadening China’s poverty reduction agenda
China’s official poverty reduction program has been development-oriented and targeted to
poor rural areas. The official programs have focused on enhancing the income-generating
capacity of those living in poor areas by improving rural infrastructure and agricultural
practices, developing agribusiness, and promoting labor migration.
In addition,
government social assistance programs aim to meet the basic food and clothing needs of
the extreme poor in rural areas.
The developments and challenges described above suggest that the task of poverty
reduction needs to be viewed in broader terms. Partly as a result of China’s economic
success, and partly as a result of wide-ranging economic reforms that have profoundly
transformed the structure of the economy, the nature of the (poverty) problem to be
tackled has changed in important ways. The changing nature of the problem suggests
that the task can not be limited just to the established focus on poor-area development,
but that there is a case for broadening the agenda not just in terms of the spatial coverage
of poverty reduction efforts, but also in terms of the basic objectives of such efforts, and
the range of instruments and approaches adopted:

•
•
•
•
•
•

A poverty reduction
agenda consistent with
the vision of a xiaokang
society

First, the notion of income and consumption poverty itself may need to be broadened
beyond the austere threshold of meeting “survival” needs of food and clothing to one
that meets a more generous set of basic needs and capabilities for the country’s
population.
Second, policy and structural changes as well as the important contribution of risk to
current poverty point to a large social protection agenda in both rural and urban
areas.
Third, the experience with marketization of public services that eroded the nearuniversal access to basic health and education in the pre-reform period indicates the
need for renewed focus on re-attaining this goal as part of the overall poverty
reduction agenda.
Fourth, the challenge of making the process of growth more pro-poor suggests the
need to focus on ways of increasing opportunities for the poor to participate more fully
in the growth process not just by increasing agricultural incomes but also through offfarm employment and realizing the potential of migration for poverty reduction.
Fifth, greater dispersion of the poor suggests there may be a case for rebalancing the
focus of poverty reduction efforts from poor areas to poor people.
Sixth, the rapid increase in inequalities between rural and urban areas as well as
within rural and urban areas suggests that the task of fostering equity can not be
delinked from the overall poverty reduction agenda.

Implicit in this call for a broadening of the poverty reduction agenda is the recognition that
China has had tremendous success in the last quarter century in eliminating the most
extreme forms of chronic poverty. During this period, China has also become much
wealthier and more prosperous. Both developments suggest that China is now at the
stage where it can take on the challenge of a broader poverty reduction agenda consistent
with the vision of a xiaokang society that is better-off in an all-round way.

b. Recent policy initiatives suggest that a broader poverty reduction agenda is
indeed evolving
The changes and trends described above have not gone unnoticed in government circles.
On the contrary, a number of recent policy initiatives indicate an increasing commitment of
the government to a broader poverty reduction, social protection, and human development
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agenda. Key policy responses to the emerging challenges have been evident in recent
years through such initiatives as:

•
•

•

The launch, in 2000, of the Western Region development strategy, aimed at
'opening up the West', through construction of infrastructure, support for human
capital formation, environmental protection, improvements in regional investment
climate and local natural-resource-based industrial development.
Restructuring of poverty alleviation investments. Area-based poverty investment
programs were reoriented in 2001 with a shift in focus from the 592 designated
national poor counties to 148,000 poor villages. This was partly in recognition of the
dispersed nature of poverty, and the fact that many of the poor did not live in the
designated poor counties and the poor counties also had many non-poor.
Development of the urban social security system. While there is no official urban
poverty line, the government has been rapidly developing an urban social security
system following the economic restructuring of the public sector since the mid-1990s
and the shattering of the “iron rice bowl”. The new and evolving urban social security
system has had three main elements: (i) assistance to laid-off workers (xiagang) from
state-owned enterprises, which has now been integrated with unemployment
insurance, (ii) a means-tested minimum income support (Di Bao) program, and (iii)
social insurance programs including pensions, medical, unemployment, work injury
and maternity insurance.

The pace of efforts has quickened substantially since 2003:

•

•

•
•

•

•

•

Training program to support transfer of rural surplus labor. In 2004, the
government launched a multi-ministry program – called the Sunshine program for
Training and Transferring Rural Labor Force – which provides short-term training to
farmers leading to their transfer to non-agricultural employment often in urban areas.
The program aims to train and transfer up to 40 million farmers by 2010.
Elimination of agricultural taxes. The central government began to remove all local
informal fee charges on farmers but raised the formal agricultural tax rate from 2-3%
to 7% in 2002 to compensate partially for local revenue shortfalls. Local governments
were subsequently asked to cut this tax rate by 1-2% per year, and by the end of
2006 all agricultural taxes and fees were fully phased out.
Supporting farm incomes. During the 11th Five Year Plan period, agricultural
policies have moved from net taxation to net subsidization of agriculture. Direct
subsidies to agriculture, including grain and input subsidies (for fuel and fertilizers),
increased 3.5 times between 2004 and 2007.
A nationwide rural social assistance system. Perhaps, one of the most important
developments has been the decision, announced by Premier Wen Jiabao at the
National Peoples’ Congress in March 2007, to set up a nationwide rural social
assistance system—the Di Bao or minimum subsistence allowance program—
financed in part by the central budget. A similar scheme—the urban Di Bao—has
been in place in urban China since the late 1990s and currently provides income
support to about 22 million urban residents. In rural areas, until recently only some
provinces and counties had such a program. However, under the new initiative, the
rural Di Bao program has been rolled out on a nationwide basis, and by the end of
2007, the number of rural Di Bao beneficiaries had grown to nearly 35 million.
A rural health insurance scheme. Another important initiative has been the scaling
up of the National Cooperative Medical Scheme (NCMS) in rural areas. The NCMS is
a new voluntary rural health insurance scheme that is operated by counties and
subsidized by the local and central governments. Introduced on a pilot basis in 2003,
the NCMS has expanded rapidly to cover about 86% of all counties by the end of
2007.
Urban residents’ basic medical insurance. Complementary to the existing basic
medical insurance scheme for urban formal sector workers, a new urban residents’
basic medical insurance scheme was introduced in 2007 (following pilots in 2005) to
expand urban health insurance to urban unemployed residents, students and
children.
A medical assistance scheme in rural and urban areas. A related initiative has
been the rapid roll out of the Medical Assistance scheme in rural and urban areas to
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•

provide financial assistance to the poor and vulnerable groups in rural and urban
areas with their health insurance contributions and copayments. Piloted in rural areas
in 2003 and in urban areas in 2005, the scheme had expanded swiftly to cover all
rural counties and 86% of cities by the end of 2007.
Compulsory education finance reform. A major new initiative in education has
been the introduction of free compulsory education. Introduced in March 2006, the
compulsory education finance reform aims to promote universal primary and junior
secondary education by repealing tuition/miscellaneous fees and textbook fees for all
students, and by providing boarding subsidies to poor students (the so-called “two
exemptions and one subsidy” policy). The reform is financed through large-scale
intergovernmental transfers.

Many of these new initiatives were reiterated and reinforced in President Hu Jintao’s
th
report to the 17 Party Congress in October 2007 (see Box 3.9).
Box 3.9 : “Accelerating Social Development with the Focus on Improving People’s
Livelihood” – Extract of Hu Jintao’s report at the 17th Party Congress
Social development is closely related to the people's well-being. More importance must therefore
be attached to social development on the basis of economic growth to ensure and improve people's
livelihood, carry out social restructuring, expand public services, improve social management and
promote social equity and justice. We must do our best to ensure that all our people enjoy their
rights to education, employment, medical and old-age care, and housing, so as to build a
harmonious society.
1. Give priority to education and turn China into a country rich in human resources. Education is
the cornerstone of national rejuvenation, and equal access to education provides an important
underpinning for social equity. …We will optimize the educational structure, promote balanced
development of compulsory education, move faster toward universal access to senior secondary
education, vigorously develop vocational education, and improve the quality of higher education.
…We will continue to run education on a nonprofit basis, increase government spending on
education, regulate the collection of education-related fees, support the development of education
in poverty-stricken and ethnic autonomous areas, improve the system of financial aid to students,
and ensure that children from poor families and of rural migrant workers in cities enjoy equal
access to compulsory education as other children.
2. Implement a development strategy that promotes job creation and encourage
entrepreneurship to create more employment opportunities. …We will improve vocational education
and training for the labor force and intensify pre-employment training for surplus labor transferred
from rural areas. We will establish a unified, standardized labor market and a mechanism that
ensures equal employment opportunities for both urban and rural residents. We will improve
employment assistance to the needy and make it a priority to help zero-employment families to
have job opportunities. …We will regulate and coordinate labor relations, improve and implement
government policies concerning rural migrant workers in cities, and protect the rights and interests
of every worker in accordance with the law.
3. Deepen reform of the income distribution system and increase the income of urban and rural
residents. …A proper balance will be struck between efficiency and equity in both primary
distribution and redistribution, with particular emphasis on equity in redistribution. We will gradually
increase the share of personal income in the distribution of national income, and raise that of work
remuneration in primary distribution. Vigorous efforts will be made to raise the income of lowincome groups, gradually increase poverty-alleviation aid and the minimum wage, and set up a
mechanism of regular pay increases for enterprise employees and a mechanism for guaranteeing
payment of their salaries. …We will increase transfer payments, intensify the regulation of incomes
through taxation, break business monopolies, create equal opportunities, and overhaul income
distribution practices with a view to gradually reversing the growing income disparity.
4. Accelerate the establishment of a social security system covering both urban and rural
residents and guarantee their basic living conditions. …We will step up the building of a sound
social security system that is based on social insurance, assistance and welfare, with basic old-age
pension, basic medical care and subsistence allowances as its backbone, and supplemented by
charity and commercial insurance. We will promote reform of basic old-age insurance systems in
enterprises, Party and government organs and public institutions and explore ways to set up an oldage insurance system in rural areas. We will promote the development of basic medical insurance
systems for urban workers and residents and a new type of cooperative medical care system in
rural areas. We will improve the system of subsistence allowances for both urban and rural
residents and gradually increase such allowances. We will work continuously to improve the
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unemployment insurance, workers' compensation and maternity insurance. We will upgrade
management of social security funds to higher-level authorities and work out unified methods for
transferring social security accounts nationwide. We will provide more social security funds through
various means and strengthen their oversight and management to maintain and increase their
value. We will improve social assistance. We will do a good job providing special assistance to
families of martyrs and servicemen and helping demobilized military personnel return to civilian life.
We will promote programs for the disabled in a humanitarian spirit. We will develop more programs
for the elderly. We will intensify our efforts in disaster prevention and reduction. We will improve the
low-rent housing system and speed up resolution of the housing difficulties of low-income families
in urban areas.
5. Establish a basic medical and health care system and improve the health of the whole nation.
…We will separate government administration from medical institutions, management from
operation, medical care from pharmaceuticals, and for-profit from nonprofit operations. We will
increase government responsibilities and spending, improve the national health policy, and
encourage greater participation of nongovernmental sectors so as to develop systems of public
health services, medical services, medical security and medicine supply to provide both urban and
rural residents with safe, effective, convenient and affordable medical and health services.
6. Improve social management and safeguard social stability and unity. Social stability is the
common aspiration of the people and an important prerequisite for reform and development. We
need to improve the structure of social management comprising Party committee leadership,
government responsibility, nongovernmental support and public participation, and improve the
system of social management at the primary level.
Source: President Hu Jintao’s Report to the Seventeenth National Congress of the Communist Party
of China on October 15, 2007.

Clearly then, substantial policy development and implementation is already evident along
the lines of what could be considered a broader poverty reduction agenda. This report
hopes to contribute to this ongoing process by undertaking analyses that hope to establish
the basic facts regarding the current poverty situation, examine the above policy initiatives
and the main challenges in some depth, and thereby elicit the key priorities for the
implementation of the evolving poverty reduction agenda. The results of this attempt are
presented in Parts II and III of the report.
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