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Economic Growth, Poverty, and Role of Public Spending on Infrastructure and
Education in China: a Review

1. Introduction

China has achieved great success in stimulating economic growth and poverty
reduction in the past thirty years. During the same period, infrastructure and education
also developed rapidly with increased public spending on these two areas. A number
of studies (Fleisher and Chen 1997; Ma 2000; Fan and Hazell 2001; Zhang and
Kanbur 2003; Fan 2004; Lin 2005; Zhai and Hertel 2006; Fleisher, Li and Zhao 2010;
Dissou 2010) showed that improvements in infrastructure and education contributed
significantly to China’s economic growth and poverty reduction. This review provides
an overview of economic growth, inequality, and poverty in China with an emphasis
on the role of public investment on infrastructure and education. It also identifies key
government infrastructure and education reforms of the past 30 years. It then
characterizes government spending on infrastructure and education in terms of scale,
trends, and structure. Finally, it reviews evidence of the impact of public infrastructure
and education spending in China.

2. The Recent Economic Growth in China

Since 1980s, China has consistently experienced the fastest economic growth of
any country, which has enhanced its global economic and political status and has
dramatically improved Chinese living standards. This phenomenon has drawn a lot of
attention from people abroad and at home. China’s first three quarter of gross
domestic product (GDP) in 2010 reached to 26.866 trillion Yuan, an increase of
10.6 % over that of the same period in the previous year, according to China’s
National Bureau of Statistics. The added value for primary industry was 2.56 trillion
yuan, up 4.0% from that of the previous year; the added value of secondary industry
was 12.93 trillion yuan, an increase of 12.6% from that of the previous year, and the
added value of tertiary industry is 11.37 trillion yuan, 9.5% greater than that of 20009.
The distinguishing features of China’s economic growth since 1978 can be
characterized as follows:

Firstly, China’s economy is growing steadily. The total GDP and GDP per capital
have increased steadily during the last 30 years (figure 2.1). The average growth rate
of the GDP in constant price of 2005 was 9.89% from 1978 to 2009 and the GDP per
capita increased from 1,598 yuan in 1978 to 21,374 yuan in 2009 (2005 constant
price), an increase to more than 12 times of the 1978 value. Since 1980s, China’s GDP
has maintained a rapid growth rate, which has reached 8% every year except in the
years of 1989, 1990, 1998, and 1999 due to the Asian financial crisis. After entering
the 21% century, China’s economic growth has continued. The growth rate reached

2



10% for the five years following 2003, reaching 14.2% in 2007. This growth is
significantly related to the reform of state-owned enterprise in the late 20™ century by
the Chinese government and China’s accession to the World Trade Organization
(WTO) in 2001 which induce the rapid growth of foreign trade. When the global
economic crisis happened throughout the whole world, China’s growth rate remained
high at 9.1% in 2009, despite decreasing slightly compared to 2007 and 2008 growth
rates.
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Figure 2.1 Gross Domestic Product and per capita GDP, 1978-2009 (at 2005 constant price)
Data source: China Statistical Yearbook 2010

By 2009, China’s gross domestic product (GDP) had reached 34.05 trillion Yuan,
which is about US$4.98 trillion. China has become the world’s second-largest
economy and the largest developing economy. However, the GDP per capita is 25,575
yuan ($US3,743.9), only 65.2% of the global average and 14.72% that of the United
States ,which is still a middle-income country.

Secondly, the structure of GDP has been evolving. The GDP of the primary,
secondary and tertiary industry is 3.52 trillion yuan, 15.76 trillion yuan and 14.76
trillion yuan, respectively. Average annual real growth rates were 4.59%, 11.41% and
10.96% from 1978-2009 (Figure 2.2).
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Figure 2.2 GDP by Sectors in China, 1978-2009 (at 2005 constant price)
Data source: China Statistical Yearbook 2010

Secondary industry has grown much more rapidly than primary industry. In
Figure 2.3, the ratio of secondary industry to total GDP remained near 45%, while that
of tertiary industry increased from 21.6% in 1980 to 43.4% in 2009. At the same time,
the ratio of primary industry to GDP demonstrated a downward trend, dropping from
30% in 1978 to 10.3% in 2009.
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Figure 2.3 Percent of Sector GDP as total GDP in China, 1978-2009 (at 2005 constant price)
Data source: China Statistical Yearbook 2010
Since the reform and opening up in 1978, the secondary industry has become the
main source of China’s economic growth. In 2009, China’s GDP was 9.1% in 2009, of
which 4.8% was produced by secondary industry, 3.9% by tertiary industry, and 0.4%
by primary industry.
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Figure 2.4 Contribution of Sectors to GDP Growth, 1990-2009(at 2005 constant price)
Data source: China Statistical Yearbook 2010

Thirdly, regional variation in economic growth. Of the total GDP of China’s four
regions, the GDP of ten provinces in eastern China accounted for 53.94% in 2009,
with northeastern, central and western China accounted for 8.51%, 19.32% and
18.33%, respectively. Primary, secondary and tertiary industry in eastern China
constitute 36.5%, 53.9% and 57.8% of the total GDP respectively; and these ratios are
10.1%, 8.6% and 8.0% in northeastern China; 27.3%. 19.8% and 16.9% in central
China; 26.1%, 17.7% and17.3% in western China. These figures show that tertiary
industry is the most developed industry in eastern China, followed by secondary
industry, and finally primary industry. This indicates that the structure of economic
development in eastern China has changed a lot. Along with eastern China’s broader
economic growth, it has enjoyed rapid development of the tertiary and service
industries which have played an increasingly important role in the area while primary
industry was gradually weakened.

Primary Industry. Primary industry refers to agriculture, forestry, animal
husbandry and fishery and services in support of these industries. Here, we will
discuss agriculture, forestry, animal husbandry and fishery without agricultural
services in support of these industries. In 2009, the output value of agriculture reached
3.061 trillion yuan and served as the main component of primary industry, accounting
for 50.7% of the total value of agriculture, forestry, animal husbandry and fishery,
followed by animal husbandry, which accounted for 32.3% in total, while the value of
forestry (0.236 trillion yuan) accounted for the smallest portion of primary industry
value (3.9%).

According to the time series data, the output value of agriculture, forestry, animal
husbandry and fisheries increased along with economic growth. However, according
to the composition ratio of each type to the total output of primary industry, which is



shown in figure2.6, this ratio for agriculture reveals a declining trend, from 80% in
1978, down to 48.4% in 2008, despite a slight rise to 50.7% in 2009. On the other
hand, this ratio for animal husbandry exhibits a rising trend from 396.15 billion yuan
(at 2005 constant price) in 1978 to 1.128 trillion yuan in 2001, and 1.592 trillion yuan
in 2009, with an average annual growth rate of 4.4% during 1978 to 2009. Meanwhile,
the proportions of forestry and fishery have maintained a relatively stable position,
which account for 3.5% and 10% of the total agricultural output value respectively.
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Figure 2.6 Structure of Primary Industry (except the services), 1978-2009
Data source: China Statistical Yearbook 2010

Secondary Industry. Secondary industry includes industry and construction
industries and it plays a vital role in China’s economy. The output value of industry
was 13.52 trillion yuan in 2009, accounting for 85.8% of the total value of secondary
industry. From 1978-2009 (Figure 2.7), the construction industry enjoyed rapid
development during the real estate boom. In terms of comparable 2005 prices, the
output value of the construction industry increased from 738.83 billion yuan in 2002
to 1633.97 billion yuan in 2009 with an average annual growth rate of 12.1%.
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Figure 2.7 Secondary Industry (at 2005 constant price)
Data source: China Statistical Yearbook 2010

Tertiary Industry. Tertiary industry includes transport, storage and post,
wholesale and retail trades, hospitality, financial intermediation and real estate. Since
the reform and opening up in China, especially after the shift to a market economy in
the 1990s, the tertiary industry experienced rapid development in China. In particular,
financial intermediation and real estate grew the fastest with output values of 1.87
trillion yuan and 1.77 trillion yuan and annual real average growth rates of 15.9% and
15.4% during 2000-2009 respectively. Followed by the wholesale and retail trades
with output values of 2.90 billion yuan and 0.71 billion yuan in 2009 respectively, and
annual real average growth rates during 2000-2009 of 12.9% and 12% respectively.
The transport, storage and post industry’s output value was 0.17 billion yuan in 2009
with an annual real average growth rate of 9.4% during 2000-20009.
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Figure 2.8 Value-added of the Tertiary Industry (at 2005 constant price)
Data source: China Statistical Yearbook 2010



From 2005 to 2009, the wholesale and retail trades accounted for 13% of the
total output value of tertiary industry,transport, storage and post accounted for 13%,
real estate and financial intermediation accounted for 11.9% and 10.3% respectively,
while hospitality accounted for the smallest proportion of the total value of tertiary
industry at 5.2%.
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Figure 2.9 Average Composition of Value-added of the Tertiary Industry (2005-2009)
Data source: China Statistical Yearbook 2010

Growth Strategies and Policies

China has adopted differential growth strategies and policies over time since the
reform started in 1978. This period can be divided into several phases.

Experimentation and learning by doing strategy (1978-1992). Marked by the
Third Plenary Session of the eleventh CPC Central Committee in December 1978,
China began the new phase of state Reform and Opening-up and transferred the focus
of work to socialist modernization. Emphasizing rural areas and opening in this phase,
the reform began from the bottom-up, “Fixing farm output quotas for each household”
and was spontaneously launched by the masses, the success of which has been
recognized by the party and the state. Additionally the Household Responsibility
System was widely implemented. The reform was the organic combination of
bottom-up and top-down policy implementation. The new strategy of "Encircle the
Cities from the Rural Areas" was formed in this new era. “The CPC Central
Committee Decision on Reform of the Economic System” was adopted by the Third
Plenary Session of the twelfth CPC Central Committee in Oct. 1984, which marked
the entrance of China’s reform into its comprehensive stage, through its focus from
rural area to city. The decision proposed the concept of socialist economy as “well
planned commodity economy based on public ownership”. Meanwhile, with China’s
reform and opening policy, foreign trade significantly increased and the scale of



foreign capital absorbtion and utilization also reached new levels.

The establishment of a socialist market economic system (1992-2002). The
Party's 14th National Congress was held in Oct 1992, and clearly proposed the goal of
socialist market economic structure reform or “establishing the socialist market
economic structure”. It made sure that the market forces played an essential role in the
allocation of resources under the state's macroeconomic control. “The CPC Central
Committee Decision on some problems of establishing a socialist market economic
structure” was adopted by Third Plenary Session of the fourteenth CPC Central
Committee in Nov 1993, which proposed the general plans for establishing a socialist
market economic structure. It outlined the basic framework and blueprint for socialist
market economic structure, becoming the program of action for the new period of the
reform and opening up. The strategic focus of economic development in this phase
was the establishment of a modern enterprise system in state-owned enterprises as
well as: (1) reforming of macro-system and foreign exchange, foreign trade system; (2)
increasing the pace of opening up, and joining in WTO; (3) accelerating the pace of
housing and social security system reform; (4) promoting the strategies of “governing
the country with law” and “rejuvenating China with science and education”. The
Party's 15th National Congress in 1997 put forward and expounded Deng Xiaoping
theory, establishing the basic socialist economic system.

The new stage of scientific development concept (2002-present). Marked by
the Third Plenum of the 16th National Party Congress, it is a historic phase defined by
improving the socialistic marketing economical system, further reforming difficult
areas, constructing the socialist harmonious society and applying the scientific
outlook to develop. President Hu Jintao emphasized that we must implement the
scientific outlook to every aspect of economic and social development. At this stage,
economic reform is still in a crucial stage. Through implementing the scientific
outlook on development, comprehensively improving the socialist market economic
system and combining scientific development and social harmony, economic reform
will be broad-based and sustainable.

In October 2010, the Communist Party of China during the fifth plenary meeting
of the 17th Central Committee discussed and suggested formulating “the twelfth
five-year planning proposal about national economy and social development”, the
proposal emphasized accelerating the transformation of the mode of economic
development throughout the whole process of economic and social development and
every field; and that the strategic method of adjusting the economic structure must
coincide with scientific and technological progress and innovation, in order to



guarantee and improve the livelihood of the people and to maintain a
resource-conserving, environmentally-friendly society.

Research related to China's growth strategy. For the past 30 years, China
has experienced high economy growth, which has enhanced its economic and political
status in the world and has dramatically improved Chinese living standards. This
phenomenon has drawn a lot of attention from people abroad and at home and
prompted a great deal of studies among economists. One strand of the economic
literature disaggregates China’s economic growth into labor, capital, and technology
and/or institutional change components. Most of these quantitative studies (Lin, 1992;
Fan, Zhang, and Zhang, 2004) find that institutional change accounts for a significant
proportion of the observed economic growth since the reform. Head, Kanbur, and
Zhang (2008) provided an excellent review of China’s growth strategies. Four
explanations of China’s remarkable economic success are identified: a) comparative
advantage, b) incentives, c) experimentation, and d) pressure and crisis as inducers of
reform. These are endogenous incentive for the China’s growth strategies and thus
stimulate China’s economic growth. Ravallion and Chen (2007) argued that China’s
post-1978 economy also benefited from many of the social and infrastructural
investments of the pre-1978 period, especially with regard to education, health and
transport infrastructure. They invoked a fairly standard notion of conditional
convergence to explain China’s post-1978 economic success.

3. Poverty and Inequality in China

One of the great successes of China’s economic reform has been a dramatic
reduction in the number of people living in poverty, especially in the early years of
reform. Household income has grown rapidly in China since 1978, and individual
Chinese are clearly much better off than they were 30 years ago. However, over the
same period the distribution of income has become much more unequal. Income
growth has been fastest among the best-positioned urban households in coastal
regions and slowest among rural households in the western and northern regions
(Naughton, 2006).

Poverty

When discussing poverty, the most common measurements are associated with
the observed household consumption expenditure or the income level that fulfills the
minimum human living requirements. As this standard can vary across different
countries, the World Bank has established the poverty line at $1.25 and $2, according
to the per capita purchasing power parity. In OECD countries, this measure is
generally set at the 50% median income (World Bank, 2005). The majority of
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developing countries have their own official poverty line. In China, before the end of
2008, the poverty line was 785 yuan per capita annual income, which was
approximately $ 0.57 per capita per day based on the purchasing power parity. In
2009, the Chinese government implemented a new anti-poverty standard, and
increased the poverty line to 1196 yuan per capita annual income. But the World Bank
still considered China’s poverty line is too low, and suggested that the Chinese
government increase investment in the reconstruction of the poverty system by 154.6
billion yuan.

The poverty standard, scale and distribution characteristic. There are about
260 million poor people at the beginning of the reform in 1978 and the incidence of
poverty was as high as 33%. In 2007, after 30 years of development, the number of
poor was reduced to 14 million poor and the poverty incidence rate was only 1.6%.
But at the same time, nearly 70% of China’s poor people in total lived in western
China where the incidence of poverty was more than double the national average
(3.5%), and about one fourth of China’s poor lived in central China, while very few
(about one million) lived in eastern and northeastern China, were the poverty
incidence rates were 0.2% and 1.1 respectively. The poverty line was adjusted to
1,067 yuan per capita (the low income line) in 2008 and 1,196 in 2009, and the
poverty population were about 43 million people in 2007 and 40 million person in
2008, and incidence of poverty was 4.2%. According to the international poverty line
of $1.25 per day, the size of the impoverished population numbered about 254 million
in 2005 and was the second largest of any country in the world (World Bank, 2009).
Despite great success, there is still much progress to make in addressing China’s
poverty problems.
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Figure 3.1 The Scale and Rate of Poverty in China (2000-2008)
Data source: Monitoring Report of China's Rural Poverty, 2009.
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Most poor populations live in the mountainous areas and in western China.
The proportion of the poor people who lived in flat areas, hilly ground and
mountainous areas were 25.2%, 22.9% and 51.9% in 2008, respectively while poverty
incidence rates associated with these areas were 2.4% , 3.0% , and 7.8%, respectively.
On the other hand, the poor populations in eastern, central, western and northeastern
China were 2.23 million, 10.04 million, 26.49 million and 1.31 million, respectively.
66.1% of the poor population lived in western China where the poverty incidence rate
was 7.8%, while the rates associated with the eastern, central and northeastern China
were 0.8%, 3.4% and 2.0%, respectively.

Poverty-stricken households are characterized by larger scale family size,
higher proportion of children and elderly, and purely agriculture livelihoods. In
2008, the average family size was 5.2 people in needy families and the proportion of
family size over 5 (inclusive) people was 67%, and accounted for 32.4% of the
average family size of China. The poverty incidence rate in a family that is more than
7 people is over 12%. Poor households are typically associated with larger family
sizes. In 2008, children younger than 12 years old and elderly family members over
55 years old accounted for 18.1% and 18.4% of the total number of poor even though
they only accounted for 6.8% and 2.5% for the national average. This indicates that
needy families had a high ratio of children and elderly family members. Also
agriculturally based livelihoods characterize 59.7% of the total poor population and
the while the national proportion is only 15.8%. Therefore, the majority of poor
households rely on agriculturally-based livelihoods.

Inequality

The rural-urban per capita income gap has enlarged. The per capita annual
net income of rural households was 5153.2 yuan in 2009, while the per capita annual
disposable income of urban households was 17174.65 yuan, which was 3.33 more
than that of rural households. According to 2005 constant prices, the income gap
between rural and urban areas has enlarging since 1978. The per capita income of
urban households increased from 1593.4 yuan in 1978 to 15354.6 yuan in 2009 (at
constant 2005 prices), nearly 9.6 times the previous value. At the same time, the per
capital income in rural areas increased from 619.9 in 1978 to 4607.1 yuan in 2009,
approximately 7.4 times of the 1978 value. The growth rate of income was faster for
urban residents compared to rural residents. Hence, the rural-urban income gap
widened gradually (See figure 3.1). For instance, the rural-urban per capita income
gap ratio was 2.57 in 1978, and had expanded to 3.33 in 2009. Narrowing the income
gap between urban and rural areas remains a critical issue for the Chinese
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Figure 3.2 Per Capita Annual Income of Urban and Rural Households (at 2005 constant price)
Data source: China Statistical Yearbook 2010

Engel's Coefficient was 0.41 for rural households, while it was 0.365 for urban
residents in 2009. From the time series data (see figure 3.3), both of the Engel
coefficients of rural-urban residents have declined since 1978, which decreased from
0.677 and 0.575 in 1978 to 0.41 and 0.365 in 2009, respectively.
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Figure3.3  Engel's Coefficient of Urban and Rural Households
Data source: China Statistical Yearbook 2010

The main income source of Urban Households is wages and transfers. In
2009, the disposable income of urban households was 17174.65 yuan and the total
income for the urban households was 18858.09 yuan. Wages and salaries were the
main source of income, and accounted for 66% of the total. Transfers are the second
most important source of urban household incomes, accounting for 24% of the total.
The proportion of net business income and properties income to the total net income
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for urban households are 8% and 2%, respectively.
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Figure 3.4 Per Capita Annual Incomes of Urban Households by Sources (2009)
Data source: China Statistical Yearbook 2010

The main income source for rural households is household operations and
wage. The net income for rural households was 5153.17 yuan in 2009 and the
household operation was the main source, which accounted for 49% of the total.
Income from wages and salaries is the second key source of rural household incomes,
which accounted for 40% of the total income due to off-farm workers. The ratio of
income from transfers and properties to the total net income was 8% and 5%.
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Figure 3.5 Per Capita Annual Incomes of Rural Households by Sources (2009)
Data source: China Statistical Yearbook 2010

Regional variation in income sources. Wages and salaries is the main source of



household income in eastern areas, followed by the household operations income.
While in central, western and northeastern China, the household operations income is
the leading sources of income. The income of household operations in northeastern
China far outweighs other sources, that is to say that agriculture, animal husbandry
and fishery are well-developed in northeastern China. In view of the income gap, the
per capita net income in eastern China is 7155.54 yuan, which is 1.5 times, 1.9 times
and 1.3 times to central, western and northeastern China, respectively.
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Figure 3.6 Income Source for Rural Households in different Regions (2009)
Data source: China Statistical Yearbook 2010

Anti-poverty policies adopted by the Chinese governments. China's poverty
alleviation strategy has gone through four stages since the reform and opening up in
1978.

The period of poverty alleviation propelled by institutional reform
(1978-1985). At the end of 1978, the poor population in rural China was more than
250 million, base on the poverty standard calculated by the Chinese government, and
accounted for 30% of the total population. At that time, institutional reform in rural
areas reflected three aspects. Firstly, the household contract management system
replaced the collective management of people's commune system. The land reform in
rural areas contracted to households and the farmers enabled autonomous land
management and agricultural production. These practices fully mobilized the
enthusiasm of farmers in production and operation, developed labor productivity, and
improved the land productivity rate and operating efficiency. Secondly, the
market-oriented reform of the agricultural trading system. Thirdly, the boost of
township enterprises in rural areas broke the single pattern of agricultural investment
and employment, promoted the structural adjustment of rural economy, accelerated
the rate of farmers’ transition to non-agricultural labor and the process of rural
industrialization in China. Due to these institutional reforms, rural poverty was greatly
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reduced. The amount of people in poverty declined from 250 million to 125 million,
and the proportion of the total rural population dropped from 33% to 17%.

The phase of poverty reduction through development projects (1986-1993).
The Chinese government started the largest anti-poverty program in history in the
mid-80s. The planned and organized program of large-scale development across the
country began and most of the poor areas developed their economy through
industrialization. At this time, the poor population was reduced from 125 million to 80
million, with an average annual reduction of 640 million poor people, and the
poverty incidence rate declined from 14.8% to 8.72%.

The key stage of poverty alleviation to solve the problem of food and
clothing (1994-2000).With the development of the national economy and success of
poverty reduction, the poor population has been reduced to 80 million by the end of
1993. However, it is much more difficult to help the poor that are concentrated in the
Southwest Rocky areas (which lacks fertile soil), the Northwest Loess Plateau (which
suffers from water scarcity), the Qinling Mountains, and the Qinghai-Tibet Cold
Mountain, where natural conditions are adverse, infrastructure is weak and social
development is lagged behind. CPC Central Committee and the State Council issued
the “National Eight-Seven Poverty Alleviation Program” to address the food and
clothing problem of the 80 rural million poor within seven years.

By the end of 2000, the central anti-poverty budget was 9.5 billion yuan, which
was twice of the budget size in 1995 and 2.5 times of the budget size of 1993. The
scale of credit funds also expanded when 10.5 billion yuan in loans was added to the
budget in 2000. In addition, during the “Ninth Five-Year Plan” period, special funds
were set aside for “Nine-Year Compulsory Education in Poor Areas" and “Ecological
Construction in Western China”. In the late of 1990s, a portion of these fund was used
for infrastructure construction in poor areas, and the intensity of this investment
increased gradually over time. Thirdly, the poverty guidelines have clearly
emphasized rural development projects for poor households, addressing the food and
clothing problem and promoting projects for improving productive capacities and
living conditions of poor people. Finally, guidelines have encouraged the larger
society to support the anti-poverty programs through designated government agencies,
democratic parties and social organizations, and East-West cooperation and
corresponding assistance. Meanwhile, aid from of the World Bank, International Fund
for Agricultural Development (IFAD), and United Nations Development Programme
are used actively.

Through the implementation of various measures, the impoverished population
dropped from 80 million in 1994 to 30 million in 2000, decreasing by 50 million in
eight years with an associated decease in the poverty incidence rate from 9% in 1994
to 3% in 2000.
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The new stage of poverty alleviation through development (since 2001). In
2001, the State Council formulated and promulgated the “National Program for Rural
Poverty Alleviation (2001-2010)”, in an effort to address the rural food and clothing
problem as part of the comprehensive development of poor areas and improvement of
living standards. In 2002, the 16th Party Congress report additionally proposed the
objective of “build well-off society in an all-around way” and put forward a higher
goal for poverty alleviation. Large numbers of people have escaped from poverty and
realized eating and dressing well. Poverty alleviation projects currently target the
“especially tired population” with limited access to basic necessities such as food and
clothing, and being transformed so that that it not only promotes poverty reduction but
also leverages gains already made. Ultimately, it aims to enhance the viability and
development capacity of the poor.

Compared with those of other developing countries, the poverty alleviation
system in China is unique. On one hand, the anti-poverty projects are government-led.
The government plays a leadership role in supporting and organizing poverty
reduction projects and in assisting the poor through its promotion of pro-poor policies
and its increased provision of poverty relief funds for developing public infrastructure,
improving technological and public services, enhancing the development ability of
poor people and poor areas, providing access to basic necessities such as food and
clothing. Additionally, the government encourages and supports community
participation in poverty alleviation through policies and political mobilization while it
also “builds the bridge for international cooperation in poverty alleviation” to make
full use of international assistance.

Research on Growth, Poverty and Inequality in China

Since the start of the reforms in 1978, China has experienced unprecedented
economic growth, which has led to spectacular reductions in poverty (World Bank,
2000; Fan, Zhang, and Zhang, 2002). However, this growth has been accompanied by
dramatic increases in inequality, especially during the 1990's. Meanwhile, severe
and extensive poverty remains a critical challenge for China.

The impact of economic growth on poverty reduction. Economic growth is
one of the most important determinants of poverty reduction. The existing literature
on the relationship between growth and poverty reduction uses theoretical and
empirical methods to analyze, the impact of income inequality on poverty. (Dollar et
al, 2002; Bourguignon, 2004; Ravallion, 2001; World Bank, 2003; Yin et al 2002; Lin
2003, Chen and Zhang 2007). Lin (2003) developed a methodology of growth effect
decomposition and proposes a poverty reduction index to analyze the rural poverty
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reduction in the PRC from 1985 to 2001. The empirical results produced by the model
are consistent with the PRC’s poverty reduction experience since1985 and the poverty
reduction index implies that the selection of growth policies should maximize the sum
of the income and inequality effect. Huang, Rozelle, and Zhang (2004) analyze the
impact of China’s rapid economic growth and income distribution on its poverty and
inequality. They claim that China’s rural poverty is affected not only by total
economic growth, but also by rural development, non-farm employment, state-owned
enterprise reform, township enterprise development, and the larger economic structure.
Chen and Zhang (2007) analyses the relationship among economic growth, income
distribution and poverty reduction, and focuses on the effect of economic growth and
income inequality on poverty reduction at different initial income levels. The results
indicate that economic growth greatly influences poverty reduction. They claim that
during its rapid development, China should pay more attention to the poverty effects
caused by income inequality. Wen (2006) calculates the effects of economic growth
on anti-poverty elasticity of sector economic growth on poverty reduction. Their
results show that the economic growth plays an important role in the poverty
reduction, but that increased attention should be paid to anti-poverty elasticity so that
more poor people can benefit from economic growth.

The impacts of reform on poverty reduction. Much of China’s poverty
reduction was driven by agricultural reforms (Zhai and Hertel 2009). These advances
notwithstanding, rural populations remain the most at-risk of poverty, especially
households which specialize in farming. Furthermore, there is evidence that, despite
rapid economic growth, the rural-urban wage gap is widening (Sicular et al. 2007) and
that since the 1990s, rapid non-agricultural income growth and slow agricultural
income growth within the rural sector has exacerbated rural inequality (Benjamin et al.
2007). As such, the agricultural sector continues to figure centrally in China’s
poverty and inequality dilemma. Zhai and Hertel (2004) offer an assessment of the
implications of multilateral trade reforms for poverty in China, by combining results
from a global modeling exercise with a national CGE model that features
disaggregated households in both the rural and urban sectors, which reveals that the
biggest reductions occur in the rural areas—Ilargely as a result of higher prices for
farm products. Zhai, Fan, Hertel, Thomas and Wang (2006) explore how these factor
market reforms interact with product market reforms which are already underway as
part of China’s WTO accession process and show that the reforms in the rural land
rental market and Hukou system, as well as increases in off-farm labor mobility
would dramatically reduce the urban-rural income ratio. Furthermore, it finds that the
combination of China’s WTO accession and factor market reforms significantly
improves both efficiency and equality. Zhai and Hertel (2009) focus on the impact of
agricultural, trade and rural policy reforms on poverty and inequality in China, and
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suggest that a comprehensive reform package which bundles commodity and factor
market reforms together may broadly benefit all household groups in China.

The impact of public investment on poverty reduction. China’s public
investment is the main source of rural economic growth and poverty reduction and
promoter of regional equality. Although economic growth may have the most
significant influence on poverty reduction, the expansion of infrastructure also has
considerable poverty-alleviating potential through its positive influence on growth
(Dissou and Djidi 2010). Fan and Saukar (2006) considers data on government
expenditures by type for six sectors across 44 developing countries including China
between 1980 and 2002. They find that public spending not only yields high returns to
agricultural production, but also has a large impact on poverty reduction since most of
the poor still reside in rural areas and rely on farming as their main source of
livelihood.

There has also been a great deal of research on the impact of China’s public
expenditure on poverty reduction. Lin, B.Q.(2005) use provincial data to establish a
simultaneous equations model, and estimate the effects of rural public expenditure on
the growth, regional inequality and poverty reduction. The results show that
government spending on such production-enhancing investments as agricultural R&D
and irrigation, rural education, and infrastructure including roads, electricity, and
telecommunications contributed to rural productivity growth and reduced regional in
equality and rural poverty. Fan, Zhang, and Zhang (2002) examines the roles of
specific public investments in promoting growth and reducing poverty and regional
inequality in rural China. The results show that government-led production-enhancing
investment, such as agricultural research and development (R&D), irrigation,
education and infrastructure contributed to the reduction of rural poverty and regional
inequality. But variation in the magnitude of the effects is large among different types
of spending, as well as across regions. Rozelle, Zhang, and Huang (2000) use data
from 43 poor counties in Shanxin provinces during 1986-1991 to establish an
econometric model to assess how government investment in poverty alleviation
affects growth in agriculture, township and village enterprise, and country-run
enterprise. They find that poverty funds directly allocated to households for
agricultural activity have a significant positive effect on growth, while investment in
township and village enterprise or county state-owned enterprise doesn’t have a
discernible effect on growth and that such policies generally failed to further reduce
rural poverty in poor areas. Zhang and Kanbur (2006) examine inequalities in
education and health between urban and rural households, across provinces and within
provinces, and within both urban and rural areas.

4. Public Spending on Infrastructure and Education in China
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China’s evolution from a centrally planned to a market-based economy has led to
major transformations of its public expenditure policies. Significant progress has been
made in raising public spending on infrastructure to a level more in line with China’s
development needs and in improving mechanisms for expenditure budgeting and
planning (OECD, 2006).

Policies on Public Infrastructure and Education. From the early years of the
establishment of the People’s Republic of China (PRC) to the late 20™ century,
China’s public infrastructure services were integrated into the unified state plan with
the government and its public enterprises alone to provide infrastructure for the whole
country. This led to the rapid development of China’s infrastructure framework and
involved promoting the expansion of the infrastructural network and extension of its
services throughout the whole country. However, despite stimulating economic
development, this kind of central planning upset the distribution of the national
economy, destabilized the investment structure and resulted in substantial wastes of
funds and resources. After the reform and opening-up, especially the 1984
state-owned enterprise reform and the 1994 implementation of the central and local
government tax-sharing administration system, the economic functions of the Chinese
government had undergone profound changes. As private business beginning to
contribute to infrastructure construction, in the 21% century, the continued
development of China’s economy, began to stimulate social investment in public
infrastructure. In December, 2001, the State Development Planning Commission
(SDPC) of China unveiled “the notification of the issues about promoting and guiding
the private investment”, which promoted social investment in public infrastructure
construction by supporting sole proprietorship, cooperation, joint venture, equity
participation and franchising. Fundtions of infrastructure construction have diversified
greatly in recent years and now include social funds like bank credit funds, private
flow and foreign investment. In 2004, the Chinese government described the public
investment policy as “having maintain, having control”. The so-called “Maintain”
refers to the use of government funds to advance the national development strategy
through key projects such as ecological protection, territorial management, western
development, development of the old northeastern industrial base and infrastructure
projects related to public health, education, science and technology, and social
security. “Control”, means that the government should provide the public goods and
services that the market can’t provide, but should leave competitive and profitable
investment projects to the free market. In 2009, in order to confront the challenges
posed by the global financial crisis and to promote economic growth, the Chinese
government formulated a schedule to contribute 4 trillion yuan to public investment,
and to optimize the existing public investment structure. The focus of financial efforts
has shifted to the welfare issues, such as the construction of low-income housing,
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construction of water conservancy works, and rural roads.

The Cultural Revolution had a negative impact on education attainment in China.
After the Cultural Revolution, education policy focused on achieving universal
primary education. In 1980, the State Council of the Central Committee of the
Communist Party of China presented “the decision about some issues on achieving
universal primary education”, which recognized the urgency of this goal and asked the
party and the government organs at all levels to do the same. In 1980, the State
Council put forward the Ministry of Education, State Labor Bureau’s “report on the
middle education structure reform”, in which the government proposed the reform of
the secondary education structure and development of vocational education. The main
goals of higher education reform were to reinstate the college entrance examination,
to amend the higher education management system, to adjust the structure of higher
education programs and to construct some key universities (Shi, Zhang, 2008).
Meanwhile, graduate education began to recover. The education system continued to
improve through the middle of 1980’s.

In 1985, the central government assessed the education system at the local level
and made the “decision on the reform of the educational system”. It was explicitly
stipulated that the local government would be responsible for popularizing
compulsory education and developing primary education, and also for the
management of finances associated with this new system. These policies mobilized
support for the local government and facilitated a new era of education reform. In
1986, the “People’'s Republic of China Compulsory Education Law” was enacted. It
provided a legal guarantee for achieving universal primary education and greatly
boosted the development of basic education in China. Meanwhile, improvements to
the secondary education structure synchronized regular senior high school with
secondary vocational and technical education in 1986, the State Council promulgated
“The Interim Provisions For The Management Responsibilities of Higher Education”,
which divided the responsibility and authority over higher education management
between central and local government. In 1990, the National Education Commission
released the “Interim Provisions of Higher Education Evaluation”, increased the
autonomy of the higher education system. Within this period, the graduate education
system continued to improve. The 14th Party Congress decided to develop a socialist
market economy, and focused on “developing the educational course and increasing
the whole nation’s quality to transform the burden of large number of population to an
advantage of plenty of manpower, this is the only way to realize the socialist
modernization.” In 1993, the Central Committee of the Communist Party of China
and the State Council printed and distributed the “China’s Educational Reform and

! China's Educational Reform and Development Program(M) .the yearbook of Chinese education.1994, People's
Education Press
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Development Program”, which summarized the experience of China’s education
reform since the establishment of PRC, and put forward the guidelines, strategic
objective, general idea and major measures for China’s reform and development. In
1995, the “Education Law of the People’s Republic of China” was promulgated. Both
the “Program” and “Education Law” claimed that by the end of the 20th century, the
fiscal educational expenditure should account for 4% of total GDP, and 15% of the
fiscal expenditure. The publication of “Vocational Education Law of the People’s
Republic of China” in 1996 promoted reform and development of vocational
education by “governing education by law”. In 1998, “Higher Education Law of the
People's Republic of China” was adopted. This law identified the rights and duties for
higher schools and assigned the management and responsibility to central and local
government. Meanwhile, the number of enrolled students was expanded and the
opportunities for advanced education were significantly increased.

The full implementation of the free compulsory education policies in rural areas
in 2007 and the free miscellaneous fees for urban areas throughout the country in
2008 greatly increased the fairness of compulsory education.

In accordance with the strategic disposition of “priority to education and turn
China into a country rich in human resources” by the 17th National Party Congress, in
2010, the State Council deliberated on and approved the “National Medium and
Long-Term Educational Reform and Development Project Summary (2010-2020)”. It
emphasizes increasement investment in education and education expenditure accounts
for 4% of GDP by the end of 2012. Meanwhile, it calls for the expansion of social
resource investment in education.

The twelfth Five-Year Planning proposal emphasizes the importance of human
capital development and the creation of an innovation-oriented economy which
involves well-rounded education, developing pre-school education, consolidating the
enhancement obligation, accelerating the attainment of high school education, and
vigorously developing vocational education in higher education. Increasing education
investment and encouraging social forces in education, will strengthen the weak links
and key areas for education reform, development and implementation of major
projects.

Public Spending on Infrastructure. As data on public infrastructure is not
readily available, we choose to use nationwide data on the state budget investment in
fixed assets to represent public infrastructure. Total investment in fixed assets in the
whole country refers to the volume of activities in construction and purchases of fixed
assets of the whole country and related fees, expressed in monetary terms during the
reference period. It is a comprehensive indicator, which shows the size, structure and
growth of the investment in fixed assets, providing a basis for observing the progress
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of construction projects and evaluating results of investment. Sources of funds for
investment in fixed assets are categorized as: funds from the state budget, domestic
loans, foreign investment, self-raised funds, and others, depending on the investment
source. Funds from the state budget consist of budgetary appropriations and loans or,
more specifically, they include capital construction funds (operation funds and
non-operational funds), special expenses (e.g. expenses on substituting petroleum
with coal), loans from repayment, discount funds, expenses on innovation and trial
production of new products, expenses on urban construction, expenses on temporary
construction from business departments, development funds for less developed areas,
as well as local budgetary funds transferred from the central budget. We also sought to
identify a specific form of infrastructure investment, but we only find data for
irrigation expenditure. Although there was no data for the public investment on
electricity, gas and water as well as transport, storage and post, we found data on such
forms of public investment in urban areas - fixed investment on the electricity, gas and
water as well as the transport, storage and post which account for the majority part of
the state’s. Below we will analyze urban fiscal infrastructure spending on such fixed
investment.

Table 4.1 shows that from 1981 to 1984, the government’s public infrastructure
expenditure was increasing annually. Nevertheless, since the state-owned enterprise
reform in 1984 and the 1994 delegation of tax management to central and local
government, public infrastructure underwent drastic changes, which allowed social
funds to be injected in infrastructure construction. Total domestic demand, at that time,
far outweighed total domestic supply, and the Chinese government imposed tighter
fiscal expenditure policy in inhibiting the excessive growth of aggregate demand.
Consequently, public infrastructure expenditure experienced a downward trend at that
time, according to 2005 constant prices, the expenditure was 162.92 billion yuan in
1984, which accounted for 24.8% to the total fiscal expenditure, while in 1997, the
expenditure was down to 73.15 billion yuan, only accounting for 6% of the total fiscal
expenditure. In 1997, during the Asian financial crisis, the government increased the
fiscal expenditure on public infrastructure in order to stimulate domestic demand and
to promote rapid economic growth. The government’s public infrastructure
expenditure increased from 126.7 billion yuan in 1998 to 1134.1 billion yuan in 2009,
the average annual growth rate for this period was over 20%, and the ratio to GDP
increased from 11.1% to 16.5%. At the end of 1998, the Chinese government invested
4 trillion yuan in infrastructure construction in response to the global financial crisis.

Table 4.1:  Public Expenditure on Infrastructure in China, 1981-2009

23



Year Public National GDP Public National GDP The The
Infrastruc | Governm Infrastruct | Governm Proportio | Proportio
ture ent ure ent n of | n of
Expendit | Expendit Expenditu | Expendit Public Public
ure ure re ure Infrastruct | Infrastruc

ure ture
expenditur | Expendit
e to Total | ure to
Governme | GDP
nt
Expenditu
re
at current price, 100 million yuan at 2005 constant price,100 million %
yuan

1981 270 1138 4892 1116 4708 20229 23.7 5.5

1982 279 1230 5323 1133 4989 21591 227 5.2

1983 340 1410 5963 1351 5604 23708 24.1 57

1984 421 1701 7208 1629 6583 27895 24.8 5.8

1985 408 2004 9016 1443 7094 31910 20.3 45

1986 456 2205 10275 1514 7329 34153 20.7 4.4

1987 497 2262 12059 1538 7007 37351 22.0 4.1

1988 432 2491 15043 1127 6498 39235 17.3 29

1989 366 2824 16992 809 6242 37563 13.0 2.2

1990 393 3084 18668 843 6612 40027 12.7 2.1

1991 380 3387 21782 789 7021 45159 11.2 1.7

1992 348 3742 26924 677 7293 52467 9.3 13

1993 484 4642 35334 822 7887 60033 104 14

1994 530 5793 48198 725 7929 65970 9.1 11

1995 621 6824 60794 726 7977 71071 9.1 1.0

1996 626 7938 71177 676 8567 76822 7.9 0.9

1997 697 9234 78973 732 9695 82923 7.5 0.9

1998 1197 10798 84402 1267 11429 89331 111 14

1999 1852 13188 89677 1988 14158 96275 14.0 21

2000 2110 15887 99215 2255 16985 106073 13.3 21

2001 2546 18903 109655 2704 20070 116430 135 2.3

2002 3161 22053 120333 3383 23605 128799 14.3 2.6

2003 2688 24650 135823 2843 26072 143656 10.9 2.0

2004 3255 28487 159878 3313 28999 162755 114 2.0

2005 4154 33930 184937 4154 33930 184937 12.2 2.2

2006 4672 40423 216314 4603 39822 213100 11.6 2.2

2007 5857 49781 265810 5506 46796 249870 11.8 2.2

2008 7955 62593 314045 7061 55563 278778 12.7 25

2009 12686 76300 340507 11341 68214 304422 16.6 3.7

1980-2009 average annual growth rate (%)

14.74 16.20 16.36 8.63 10.02 10.17

1998-2009 average annual growth rate (%)

23.93 19.45 13.52 22.05 17.63 11.79

Data source: China Statistical Yearbook, 2010

Irrigation expenditure. The amount of government funds invested in irrigation
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has varied greatly over the years, for instance, the expenditure was 4.855 billion yuan
(based on the constant price in 2005) in 2002, while it was 8.357 billion yuan in 2006,
and only 1.98 billion yuan in 2007. This variation was mainly caused by the sporadic
development of a large-scale irrigation project.
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Figure 4.1 The Investment in Irrigation (at 2005 constant price)
Data source: Water Resources Yearbook of China (2008)

Electricity, Gas and Water Expenditure. Due to the previously mentioned data
limitations, we use data on state fixed asset budgets to analyze electricity, gas and
water expenditure. This data is not available for the entire country and as urban fixed
asset expenditure accounts for 94.8% of the national total, we will analyze the data for
urban areas.

From Table 4.2, we can see that in 2009, the expenditure on electric power and
heat power is 94.77 billion yuan (constant price in 2005), an increase of 57%
compared to the previous year while the average annual growth rate is 29.7% from
2004 to 2009. In particular, electric and heat power expenditure is 65.04 billion yuan
in 2009, the expenditure for gas is 3.1 billion yuan and the expenditure for water is
26.62 billion yuan, which are associated with average annual increase rates of 27.2%,
46.6% and 35.9% respectively, from 2004 to 20009.

Table4.2 State Budget for the Production and Supply of Electric Power and Heat Power
(100 million yuan, at 2005 constant price)

Production and Supply

#Production and  #Production

# Production

of Electricity, Gas and Supply of and Supply of and Supply of
Water Electric Power  Gas Water
and Heat Power

2004 257.8 195.7 4.6 57.4
2005 320.7 255.8 5.7 59.2
2006 375.6 309.1 4.5 61.9
2007 549.8 4475 13.6 88.6
2008 603.5 473.1 12.4 117.9
2009 947.7 650.4 31.0 266.2
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Data source: China Statistic Year Book (2005-2010)

Transport, Storage and Post Expenditure. Similar to electricity, gas and water
expenditure, the ratio of transport, storage and post expenditure to fixed asset
expenditure in urban areas accounts for 92.1% of the national total. Hence, we will
analyze this data for urban areas. In 2009, the government expenditure for transport,
storage and post was 282.71 billion yuan, an increase of 50.3% from that of the
previous year which is associated with an average annual growth rate of 27.3% from
2004 to 2009. Specifically, road, storage and postal expenditure were 94.23 billion
yuan, 68.14 billion yuan and 0.08 billion yuan, respectively, in 2009, which increased
70.1%, 24.2% and 101.4% compared to 2008 values, respectively (Table 4.3).

Table4.3 State Budget for Transport, Storage and Post
(200 million yuan, at 2005 constant price )

Transport, Storage # Road Transport # Railway #Post
and Post Transport
2004 845.4 434.5 328.5 1.7
2005 1069.5 514.3 446.2 05
2006 1366.1 645.8 578.9 0.5
2007 1517.6 800.9 516.9 0.6
2008 1881.4 942.4 681.4 0.8
2009 2827.1 1602.5 846.3 1.6

Data source: China Statistic Year Book (2005-2010)

Public Spending on Education. During the last ten years, total education funds
rapidly increased from 253.2 billion yuan in 1997 to 1450.1 billion yuan in 2008,
while the real annual average growth rate for this period was about 15.42%. Public
education spending increased from 186.3 billion yuan in 1997 to 1045 billion yuan in
2008 at current price, 70% of which was drawn from government expenditure. Nearly
90% of government expenditure is provided by local government with the remaining
10% coming from the central government. In addition, the growth rate of local
government is faster than that of the central government, the real annual average
growth rates are 15.57% and 12.26% respectively. All details are showed in Table4.4.

Table 4.4 Education fund and public education spending, 1997-2008

Total Governm  Central Local Total Governm  Central Local
ent Governm  Governm ent Governm  Governm
ent ents ent ents

current price(100 million yuan) at 2005 constant price(100 million yuan)

1997 2532 1863 233 1630 2658 1956 244 1712
1998 2949 2032 261 1772 3121 2151 276 1875
1999 3349 2287 277 2011 3595 2455 297 2158
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2000 3849 2563 280 2283 4115 2740 299 2441
2001 4638 3057 333 2724 4924 3246 354 2892
2002 5480 3491 353 3138 5866 3737 378 3359
2003 6208 3851 390 3460 6566 4073 413 3660
2004 7243 4466 419 4047 7373 4546 427 4120
2005 8419 5161 410 4751 8419 5161 410 4751
2006 9815 6348 692 5656 9669 6254 682 5572
2007 12148 8280 788 7492 11420 7784 741 7043
2008 14501 10450 982 9468 12872 9276 871 8405
Average annual growth rate (%)
17.19 16.97 13.99 17.34 15.42 15.20 12.26 15.57

Data source: China Statistical Yearbook (1998-2010)

In recognition of the contribution of human capital to economic growth, the
Chinese government put more emphasis on education. There is a growing tendency
for the education fiscal expenditure during the past decade and the ratio to GDP is
around 3%. For the finical crisis happened in the late 2008, the government invest on
the infrastructure to stimulate the domestic demand so that the education expenditure
decline slightly in 2009. The ratio of education expenditure to fiscal expenditure is
13.69% and it is 3.1% to GDP in 2009 (Figure 4.2).
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Figure 4.2 Government Expenditure for Education (at 2005 constant price)
Data Sources: China Statistical Yearbook2001-2010).

Education funds are distributed among various schools, with more than 90% of
total funds distributed among institutions of higher education, vocational secondary
schools, secondary schools, primary schools, kindergartens. Funding to institutions of
higher education increased rapidly increased from 45.8 billion yuan in 1997 to 385.9
billion yuan in 2008, the real annual average growth rate was more than 20%, and the
share of total funds invested in education increased from 17% in 1997 to about 30% in
2000s. Simultaneously, educational funding for vocational secondary schools has
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experienced slower growth, rising from 47.3 billion yuan in 1997 to about 93 billion
yuan in 2008 with an annual average growth rate of about 6%, and its share of total
funds decreased from nearly 18% in 1997 to about 7% in 2008. Educational funding
for secondary schools and primary schools increased from 80.8 billion yuan and 87.8
billion yuan in 1997 to 366.5 billion yuan and 315 billion yuan in 2008, the annual
growth rates are about 14% and 12% respectively, and the shares of secondary schools
and primary schools decreased from 30% and 33% in 1997 to 28% and 25% in 2008
respectively. Although funding for kindergarten accounts for the smallest proportion
(about 1.2%) of total educational funding, it has experienced a high growth rate,
increasing from 3.6 billion yuan in 1997 to 17.7 billion yuan in 2008, the annual
growth rate for this period was 16%.

Government funding for institutions of higher education and kindergartens
increased relatively quickly, about 16% during 1997-2008, and the ratios of total
educational expenditure were 15% and 14% respectively in secondary schools and
primary schools. However, the growth rate of government investment in vocational
secondary schools is much slower, only about 6% during 1997-2008. For government
education expenditure in institutions of higher education, the real average annual
growth rate is only about 16% during 1997-2008, and the ratio of government
education funds to total educational fund has decreased from nearly 80% in 1990s to
less than 50% after 2000s. Both of the ratios of government funding for vocational
secondary schools and kindergartens to total educational funding of these categories
are about 60%. While the proportion of government spending to total educational
funding for secondary schools and primary schools are about 80% and 90%
respectively, which shows a growing tendency..

Table 4.3 Education Fund in Various Schools, 100 million yuan at 2005 constant price

Institut  Vocati  Second Primar  Kinde Institut Vocation Seconda Primary  Kinderg

ions of  onal ary y rgarte  ionsof al ry Schools  artens

Higher ~ Second School  School ns Higher  Secondar  Schools

Educati ary S S Educat vy

on School ion Schools

S

Total fund Government fund
1997 458 473 808 878 36 350 302 586 671 23
1998 633 514 927 973 42 406 293 636 742 26
1999 821 568 1057 1068 49 508 321 716 828 30
2000 1051 581 1211 1157 55 603 328 802 908 33
2001 1325 572 1475 1353 64 707 324 970 1087 39
2002 1695 576 1788 1551 72 843 311 1137 1246 45
2003 1982 593 2025 1666 79 927 319 1261 1342 49
2004 2298 589 2267 1838 89 1028 311 1425 1500 55
2005 2658 601 2912 2032 105 1129 315 1961 1670 66
2006 3012 664 2869 2265 123 1283 360 1932 1961 78
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2007 3537 801 3245 2772 148 1549 481 2384 2514 97
2008 3859 931 3665 3152 177 1831 606 2854 2928 118
Average annual growth rate (%)
21.38 6.35 1474 1233 1558 | 16.22 6.52 15.48 14.34 15.94
Ratio of government fund in each total fund (%) | Share government fund in total government education
fund (%)

1997 76.51 63.94 72.48 76.41  64.57 17.92 15.46 29.95 34.29 1.19
1998 64.16 57.02 68.59 76.19  60.56 18.88 13.63 29.55 34.48 1.19
1999 61.84 56.60 67.74 7752  60.48 20.67 13.09 29.17 33.72 1.20
2000 57.34 56.51 66.23 7849  60.04 22.00 11.98 29.27 33.14 121
2001 53.38 56.64 65.77 80.33  60.36 21.79 9.98 29.90 33.50 1.19
2002 49.74 54.11 63.60 80.36 61.61 22.56 8.33 30.43 33.34 1.19
2003 46.80 53.81 62.27 80.53  62.27 22.77 7.84 30.96 32.95 1.20
2004 44,73 52.82 62.88 81.63  62.27 22.61 6.85 31.35 33.00 1.22
2005 42.46 52.50 67.35 82.16  62.86 21.87 6.11 38.00 32.35 1.27
2006 42.60 54.16 67.35 86.56  63.85 20.52 5.75 30.90 31.35 1.25
2007 43.81 60.13 73.46 90.69 65.44 19.90 6.19 30.63 32.30 1.24
2008 47.45 65.03 77.85 92.88  66.86 19.74 6.53 30.76 31.56 1.27

Data sources: China Statistical Yearbook, 1998-2010

Research on the impact of public infrastructure and education spending on

growth and poverty reduction

The new growth theory, represented by Lucas and Romer, emerged in the
1980s. In their research, improvements in productivity are directly related to the
education of the labor force, R&D investment, highway capacity as well as the
amount of capital allocated to infrastructure. In their studies, infrastructure
significantly influences economic growth. Since entering the 21st century, China has
accomplished a great deal in terms of its economic growth, due to its investment in
public infrastructure.

The impact of public infrastructure and education expenditure on economic
growth. Some domestic scholars have conducted in-depth research on the impact of
infrastructure on economic growth. Zhao (1995) pointed out that the influences of
infrastructure on economic growth was manifold: First, the infrastructure affect or the
economic growth achieved through influencing the flow of production factors; Second,
a better infrastructure can improve economies of scale throughout the entire society;
Finally, the infrastructure can influence the economic and social structure so as to
promote socioeconomic development. Lou (2003) divided the influence of public
infrastructure expenditure on economic growth into two periods. For the first stage,
during the construction of infrastructure, the input of building materials, production
equipment and manpower, generate demand for production factors and quickly
promote economic growth. For the second stage, the formation of infrastructure as
capital stock, enables it to be utilized by several manufactures at a reduced cost and
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thus boosts economic growth.

Liu (2004) disaggregates the positive effects of infrastructure on economic
growth into five dimensions: (a) The multiplier effect, which means that the
infrastructure investment directly stimulates national economic growth; (b) The cost
effect, or the reduction of the cost of economic activities through the improvement of
infrastructure; (c) Structural effect, or how increased investment can update an
industry’s structure, improve the infrastructure, and thus increase the effectiveness of
the industry’s structure as well as the entire industrial structure which consequently,
promotes the economic growth; (d) Demand effect or how the infrastructure
investment can expand both domestic and foreign demand, so that it can compensate
for the lack of effective demand and stimulate economic growth; (e) Environmental
effects, meaning that infrastructure investment can improve both the social and
natural environment and promote sustainable economic growth. Lin (2000) states that
infrastructure that is highly related to the household’s livelihood can stimulate
domestic demand faster as infrastructure construction which is labor-intensive and
which can provide job opportunities and reduce the rural-urban income gap. Pang
(2002) believed that the educational expenditure can increase the labor productivity,
increase the effective labor supply, and improve the capital productivity as well.

The influence of public infrastructure and educational expenditure on economic
growth. The influence of government investment on economic growth is one of the
most salient methodological issues for domestic and foreign scholars alike and has
been studied in terms of the impact of public infrastructure and educational
expenditure on economic growth. The most common conclusion is that infrastructure
and education spending have the most significant positive effects on economic growth.
The main empirical methods adopted are the Function Method, the Vector
Auto-regression (VAR ) and Computable General Equilibrium Modeling (CGE). In the
following section, we will discuss the effect of public infrastructure and educational
expenditure on economic growth according to studies which use these research
methods

Firstly, Vector Auto-regression (VAR) . This method is used to test the causal
relationship between infrastructure investment and economic growth. Fu, W.L. and
Shen, K.R. (2006) use the method of co-integration to analyze the relationship
between public expenditure and economic growth. The results show that an increase
of the construction expenditure ratio has a positive effect on GDP while the
educational expenditure ratio shows a negative mutual causality. This indicates that
Chinese economy is characterized by extensive divergence. Furthermore, through
normalized transfer payments, it can improve public infrastructure in poor areas and
hence, increase economic growth. Guo, Q.W. and Jia, J.X.(2006) use data from 1981
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to 2004 and adopt the VAR method to study the effect of infrastructure on economic
growth. The result shows that infrastructure investment in transportation, storage, post
and telecommunications in addition to investment in electricity, gas and water have
long-lasting positive effects on output. Wang, R.F. and Wang, J.J. (2007) apply the
Vector Error Correction Model (VECM)to analyze the Granger causality and
co-integration between the main categories of infrastructure and the total output. The
results show that there is a long-term equilibrium relationship between infrastructure
and output as well as economic structure. Liu (2008) use the method of VAR to
analyze the long-run effects and relationship between government public expenditure
and gross yield in China. Chen and Hu (2009) using data from 1952 to 2007, utilize
the linear Granger causality to investigate the relationship between public educational
investment and economic growth in China. The study finds that there is a strictly
bidirectional Granger causality between public educational investment and economic
growth. Public educational investment drives economic growth and in turn is driven
by public educational expenditures. Furthermore, the bidirectional Granger causality
is robust and asymmetrical, in terms of persistence and significance, the effect of
gross domestic product on public educational investment is more pronounced than the
reverse. These findings provide the government with further guidance for shaping
fiscal policy and reason to achieve educational and economic development.

Second, Production Function Method. Ma (2000) uses the production function
framework to analyze the economic growth effects of government investment and find
that government investment has a strong positive externality, the output elasticity is
0.55. Ye et al (2003) establish an education production function to analyze the
function of education in growth. Fan et al (2004) use the C-D production function and
CES production function to estimate the elasticity of infrastructure capital, the
estimated output elasticity is up to 0.695. Kong (2004) adopts the 1S model to analyze
the contribution of public investment to economic growth. It shows that an increase of
1% in public investment would drive 2.41% of GDP growth. Ju and Pang (2005)
divide the rural infrastructure into two categories-economic infrastructure and social
infrastructure, and conduct an empirical analysis with the production function. The
results show that public expenditure on rural roads, electricity, communication and
education has a positive effect on China’s agricultural and non-agricultural production
as well as on the average income level. In the economic development of the
countryside and education expenditure have the most significant effect. Li and Li

(2009) establish a production function model which includes physical capital
investment, labor force and investment in three education stages to analyze and
compare the effects of primary, secondary, and higher education on economic growth
as represented by three flow measures of investment in education: enrollment rates,
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public expenditures, and expenditures per student. The conclusions of the Panel Data
Model during 1998 to 2006 suggest that increasing public expenditures and
enrollment rates of common secondary education significantly benefits economic
growth in the short-term and long-term, as does increasing expenditures per student
on primary education. In contrast, investment in higher education has much less effect
on economic growth. They suggest that education investment should distribute more
to common primary and secondary education than to higher education.

Zhu (2009) considers public expenditure to be an endogenous variable of
economic growth. The results show that government expenditure obviously promotes
economic growth, but the function on the economic growth of expenditure is not the
same in each part of the expenditure. CERDI-IDREC, CNRS (2001) provides
empirical evidence on the linkages between infrastructure investment and economic
growth in China and the results indicate that transport facilities are a key
differentiating factor in explaining the growth gap and point out the role of
telecommunication in reducing the burden of isolation. Fan, Zhang, and Zhang (2002)
disentangles the roles of specific public investments in promoting growth and
reducing poverty and regional inequality in rural China. Using provincial-level data of
1970-97, the report develops a simultaneous equations model to estimate the effects of
different types of government expenditure and the results showed that the impact of
government spending on agricultural growth, rural poverty, and regional inequality
depends on the spending type. It is also shown that the government’s
production-enhancing investments, such as agricultural research and development
(R&D), irrigation, education and infrastructure contributed not only to agricultural
production growth, but also to the reduction of rural poverty and regional inequality.
But variations in the magnitude of these effects are large among different types of
spending, as well as across regions.

Third, computable general equilibrium model. Zhai and Hertel (2006) analyze
the impact of education in China within a CGE model. Horridge and Wittwer (2007)
outlines a multi-regional computable general equilibrium (CGE) model of the Chinese
economy, and use a 63 sector, 10 region aggregation of the SinoTERM master
database to model the regional economic impacts of the proposed Chongging-Lichuan
rail link construction project.

The relationship between public infrastructure spending and poverty reduction.
Fan and Hazell (2001) tests the hypothesis that additional investments in less favored
areas may actually yield higher aggregate social returns to a nation than additional
investments in high-potential areas. Methodology is used to capture different channels
of public investment effects on poverty and three regions were defined: the coastal,
central and western regions. Agricultural production and poverty impacts of additional
investments were estimated for each region. All investments have their biggest impact

32



on poverty in the low potential western region and their second biggest impact in the
mid-potential central region. Most investments also have their highest production
returns in either the central or western region. Agricultural R&D has both the biggest
production and poverty impacts in the western region.

Zhang and Kanbur (2003) studies the spatial inequality in education and health
care in China. The results show that the changing distribution in outcome of education
and public health has reflected the evolution of underlying institutions in the process
of economic transformation. A healthy and well-educated labor force is a key asset to
ensuring China’s success in incorporating the challenges of WTO accession. Lin
(2005) develops an analytical framework, which reveals that government spending on
production-enhancing investment, such as agricultural R&D and irrigation, rural
education ,and infrastructure including roads, electricity, and telecommunications all
contributed to rural productivity growth and reduced regional inequality and rural
poverty. But variations in their marginal effects on productivity were large, among the
different types of spending as well as across regions.

Fleisher, Li, and Zhao (2010) analyze the relationship between human capital,
economic growth, and regional inequality in China and try to find out how regional
growth patterns in China depend on regional differences in physical, human, and
infrastructure capital as well as on differences in foreign direct investment (FDI)
flows. They conduct cost-benefit analysis of hypothetical investments in human
capital and infrastructure. The results show that investment in infrastructure generates
higher returns in the developed, eastern regions than in the interior, and that investing
in human capital generates slightly higher or comparable returns in the interior
regions.
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Appendix:

Table 6.1 Gross Domestic Product in China (1978-2009)

100 Million Yuan

Gross Domestic  Product Primary Industry Secondary Industry Tertiary Industry Per Capita GDP (Yuan)

year Current At 2005 Current At 2005 The Ratio Current At 2005 The Ratio Current At 2005 The Ratio Current At 2005

Price Constant Price Constant to GDP(%) Price Constant Prices  to GDP(%) Price Constant Prices  to GDP(%) Price Constant
Prices Prices Prices

1978 3645.2 15279.0 1027.5 6672.6 28.20 1745.2 4845.3 47.90 8725 4757.7 23.90 381 1597.9
1979 4062.6 16440.2 1270.2 7079.6 31.30 19135 5242.6 47.10 878.9 51335 21.60 419 1695.4
1980 4545.6 17723.7 1371.6 6979.6 30.20 2192 5954.9 48.20 982 5438.0 21.60 463 1805.7
1981 4891.6 18655.7 1559.5 7466.7 31.90 2255.5 6066.3 46.10 1076.6 6004.2 22.00 492 1877.6
1982 53234 20336.4 17774 83274 33.40 2383 6400.6 44.80 1163 6784.5 21.80 528 2016.6
1983 5962.7 22551.9 19784 9014.7 33.20 2646.2 7064.4 44.40 1338.1 7816.9 22.40 583 2203.6
1984 7208.1 259744 2316.1 10182.4 32.10 3105.7 8086.8 43.10 1786.3 9325.1 24.80 695 2505.6
1985 9016 29473.3 2564.4 10369.3 28.40 3866.6 9588.8 42.90 2585 11023.6 28.70 858 2804.4
1986 10275.2 32086.0 2788.7 10709.6 27.10 4492.7 10572.4 43.70 2993.8 12351.0 29.10 963 3007.3
1987 12058.6 35798.8 3233 11216.7 26.80 5251.6 12021.2 43.60 3574 14120.8 29.60 1112 33014
1988 15042.8 398324 3865.4 11496.9 25.70 6587.2 13765.5 43.80 4590.3 15981.1 30.50 1366 3616.2
1989 16992.3 41452.0 4265.9 11850.6 25.10 7278 14283.9 42.80 5448.4 16837.5 32.10 1519 3705.6
1990 18667.8 43041.0 5062 12724.7 27.10 T7717.4 14734.5 41.30 5888.4 17227.6 31.50 1644 3791.9
1991 217815 46998.3 5342.2 13025.0 24.50 9102.2 16779.3 41.80 7337.1 18759.6 33.70 1893 4084.4
1992 26923.5 53690.5 5866.6 13638.8 21.80 11699.5 20326.0 43.50 9357.4 21090.8 34.80 2311 4608.5
1993 35333.9 61177.2 6963.8 14279.4 19.70 16454.4 24362.1 46.60 11915.7 23664.7 33.70 2998 5191.7
1994 48197.9 69183.5 9572.7 14853.3 19.90 224454 28839.2 46.60 16179.8 26286.2 33.60 4044 5805.4
1995 60793.7 76746.6 12135.8 15593.9 20.00 28679.5 32836.6 47.20 19978.5 28874.4 32.90 5046 6369.4
1996 71176.6 84431.9 14015.4 16388.0 19.70 33835 36814.6 47.50 23326.2 31595.8 32.80 5846 6933.5
1997 78973 92270.1 14441.9 16961.8 18.30 37543 40671.4 47.50 26988.1 34983.3 34.20 6420 7500.8
1998 84402.3 99497.1 14817.6 17555.7 17.60 39004.2 44295.7 46.20 30580.5 37909.3 36.20 6796 8012.1
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1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009

89677.1

99214.6
109655.2
120332.7
135822.8
159878.3
184937.4
216314.4
265810.3
314045.4
340506.9

107090.7
116105.4
125746.4
137175.1
150926.3
166144.2
184937.4
208375.4
237894.5
260813.1
284572.0

14770
14944.7
15781.3

16537
17381.7
21412.7

22420

24040

28627

33702

35226

18049.4
18483.2
19003.6
19550.8
20037.9
21305.7
22420.0
23541.0
244218
25729.6
26810.6

16.50
15.10
14.40
13.70
12.80
13.40
12.10
11.10
10.80
10.70
10.30

41033.6
45555.9
49512.3
53896.8
62436.3
73904.3
87598.1
103719.5
125831.4
149003.4
157638.8

47900.6
52416.4
56840.2
62426.8
70339.2
78154.6
87598.1
99328.6
114290.8
125580.4
138061.9

45.80
45.90
45.20
44.80
46.00
46.20
47.40
47.90
47.30
47.40
46.30

33873.4
38714
44361.6
49898.9
56004.7
64561.3
74919.3
88554.9
111351.9
131340
147642.1

41449.0
45488.2
50155.5
55389.0
60655.8
66755.1
74919.3
85509.9
99178.7
109493.4
119703.4

37.80
39.00
40.50
41.50
41.20
40.40
40.50
40.90
41.90
41.80
43.40

7159
7858
8622
9398
10542
12336
14185
16500
20169
23708
25575

8547.4

9196.2

9886.5

10712.7
11714.6
12818.8
14185.0
15894.8
18050.4
19688.3
21374.2

Data source: China Statistical Yearbook 2010
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Table 6.2 Share of the Contributions of the Three Strata of Industry to the Increase of the GDP %

Year GDP primary Secondary tertiary
industry industry industry

1990 100 41.7 41 17.3
1991 100 7.1 62.8 30.1
1992 100 8.4 64.5 27.1
1993 100 7.9 65.5 26.6
1994 100 6.6 67.9 255
1995 100 9.1 64.3 26.6
1996 100 9.6 62.9 275
1997 100 6.8 59.7 335
1998 100 7.6 60.9 315
1999 100 6 57.8 36.2
2000 100 4.4 60.8 348
2001 100 5.1 46.7 48.2
2002 100 4.6 49.7 45.7
2003 100 3.4 58.5 38.1
2004 100 7.8 52.2 40
2005 100 5.6 51.1 433
2006 100 4.8 50 45.2
2007 100 3 50.7 46.3
2008 100 5.7 49.3 45
2009 100 45 52.5 42.9

Data source: China Statistical Yearbook 2010
Data in this table are calculated at constant prices.
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Table 6.3 Contribution of the Three Strata of Industry to GDP Growth %

YEAR GDP primary secondary tertiary
industry industry industry
1990 338 1.6 1.6 0.6
1991 9.2 0.6 5.8 2.8
1992 14.2 1.2 9.2 38
1993 14.0 11 9.2 3.7
1994 13.1 0.9 8.9 33
1995 10.9 1.0 7.0 2.9
1996 10.0 1.0 6.3 2.7
1997 9.3 0.6 5.6 31
1998 7.8 0.6 4.8 24
1999 7.6 0.4 44 2.8
2000 8.4 0.4 51 29
2001 8.3 0.4 3.9 4.0
2002 9.1 0.4 45 4.2
2003 10.0 0.3 5.9 3.8
2004 10.1 0.8 5.3 4.0
2005 11.3 0.6 5.8 4.9
2006 12.7 0.6 6.3 5.7
2007 14.2 0.4 7.2 6.6
2008 9.6 0.6 4.7 43
2009 9.1 0.4 4.8 3.9

Data source: China Statistical Yearbook 2010
Data in this table are calculated at constant prices.
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Table 6.4 Gross Regional Product by Three Strata of Industry (2009) 100 million yuan

mea | P | meom | M| Sy || ot
Product
Beijing 12153.0 118.3 2855.6 9179.2 70452
Tianjin 7521.9 128.9 3987.8 3405.2 62574
Hebei 172355 2207.3 8959.8 6068.3 24581
Shanghai 15046.5 113.8 6001.8 8930.9 78989
Jiangsu 34457.3 2261.9 18566.4 13629.1 44744
EASTERN
Zhejiang 22990.4 1163.1 11908.5 9918.8 44641
Fujian 12236.5 1182.7 6005.3 5048.5 33840
Shandong 33896.7 3226.6 18901.8 11768.2 35894
Guangdong 39482.6 2010.3 19419.7 18052.6 41166
Hainan 1654.2 462.2 443.4 748.6 19254
Heilongjiang 8587.0 1154.3 4060.7 3372.0 22447
NORTH-EAST Jilin 7278.8 980.6 3541.9 2756.3 26595
Liaoning 152125 1414.9 7906.3 5891.3 35239
Shanxi 7358.3 477.6 3993.8 2886.9 21522
Anhui 10062.8 1495.5 4905.2 3662.2 16408
MIDDLE Jiangxi 7655.2 1098.7 3919.5 2637.1 17335
Henan 19480.5 2769.1 11010.5 5700.9 20597
Hunan 13059.7 1969.7 5687.2 5402.8 20428
Hubei 12961.1 1795.9 6038.1 5127.1 22677
Guangxi 7759.2 1458.5 3381.5 2919.1 16045
Chongging 6530.0 606.8 3448.8 2474.4 22920
Sichuan 14151.3 2240.6 6711.9 5198.8 17339
Guizhou 3912.7 550.3 1476.6 1885.8 10309
Yunnan 6169.8 1067.6 2582.5 2519.6 13539
WESTERN Tibet- 441.4 63.9 136.6 240.9 15295
Shanxi 8169.8 789.6 4236.4 3143.7 21688
Gansu 3387.6 497.1 1527.2 1363.3 12872
Qinghai 1081.3 107.4 575.3 398.5 19454
Ningxia 1353.3 127.3 662.3 563.7 21777
Xinjiang 4277.1 759.7 1929.6 1587.7 19942
Inner Mongolia 9740.3 929.6 5114.0 3696.7 40282

Data source: China Statistical Yearbook 2010
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Table 6.5 Gross Output Value of Agriculture, Forestry, Animal Husbandry and Fishery

100 million yuan

current price

At 2005 constant price

Year Total Gross  Farming Forestry Animal Fishery Total Gross  Farming Forestry Animal Fishery
Output Value Husbandry Output Value Husbandry
1978 1397.0 1117.5 48.1 209.3 221 117413 5837.3 4243 3961.5 1195.3
1980 1922.6 1454.1 81.4 354.2 32.9 12281.4 6105.8 443.8 4143.8 1250.3
1985 3619.5 2506.4 188.7 798.3 126.1 18246.0 9071.2 659.3 6156.2 1857.4
1990 7662.1 4954.3 330.3 1967.0 410.6 22390.7 11131.8 809.1 7554.7 22794
1991 8157.0 5146.4 367.9 2159.2 483.5 22919.1 11394.5 828.1 7732.9 2333.2
1992 9084.7 5588.0 422.6 2460.5 613.5 23999.3 119315 867.2 8097.4 2443.1
1993 10995.5 6605.1 494.0 30144 882.0 25126.5 12491.9 907.9 8477.7 2557.9
1994 15750.5 9169.2 611.1 4672.0 1298.2 26136.2 12993.9 944.4 8818.4 2660.7
1995 20340.9 11884.6 709.9 6045.0 1701.3 27439.5 13641.8 991.5 9258.1 2793.3
1996 22353.7 13539.8 778.0 6015.5 2020.4 28836.7 14336.5 1042.0 9729.6 2935.6
1997 237884 13852.5 817.8 6835.4 2282.7 29846.5 14838.5 1078.5 10070.3 30384
1998 24541.9 14241.9 851.3 7025.8 2422.9 30891.5 15358.0 1116.2 10422.8 3144.7
1999 24519.1 14106.2 886.3 6997.6 2529.0 31760.3 15790.0 1147.6 10716.0 32332
2000 24915.8 13873.6 936.5 7393.1 2712.6 325235 16169.4 1175.2 10973.5 33109
2001 26179.6 14462.8 938.8 7963.1 2815.0 33439.3 16624.7 1208.3 11282.5 3404.1
2002 27390.8 14931.5 1033.5 8454.6 2971.1 34402.1 17103.4 1243.1 11607.3 3502.1
2003 29691.8 14870.1 1239.9 9538.8 3137.6 35259.2 17529.5 1274.0 11896.5 35894
2004 36239.0 18138.4 1327.1 12173.8 3605.6 37490.1 18638.6 1354.6 12649.2 3816.5
2005 39450.9 19613.4 14255 13310.8 4016.1 39450.9 19613.4 14255 13310.8 4016.1
2006 40810.8 21522.3 1610.8 12083.9 3970.5 414234 20594.1 1496.8 13976.3 4216.9
2007 48893.0 24658.1 1861.6 16124.9 44575 42973.3 21364.6 1552.8 14499.3 4374.7
2008 58002.2 28044.2 2152.9 20583.6 5203.4 45274.6 22508.7 1635.9 15275.7 4609.0
2009 60361.0 30611.1 2359.4 19468.4 5626.4 47176.7 23454.4 1704.7 15917.5 4802.6

Data source: China Statistical Yearbook 2010
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Table 6.6 the ratio of Gross Output Value of Agriculture, Forestry, Animal Husbandry and Fishery to total
Primary industry %

Year Farming Forestry Animal Fishery
Husbandry
1978 80.0% 3.4% 15.0% 1.6%
1980 75.6% 4.2% 18.4% 1.7%
1985 69.2% 5.2% 22.1% 3.5%
1990 64.7% 4.3% 25.7% 5.4%
1991 63.1% 4.5% 26.5% 5.9%
1992 61.5% 4.7% 27.1% 6.8%
1993 60.1% 4.5% 27.4% 8.0%
1994 58.2% 3.9% 29.7% 8.2%
1995 58.4% 3.5% 29.7% 8.4%
1996 60.6% 3.5% 26.9% 9.0%
1997 58.2% 3.4% 28.7% 9.6%
1998 58.0% 3.5% 28.6% 9.9%
1999 57.5% 3.6% 28.5% 10.3%
2000 55.7% 3.8% 29.7% 10.9%
2001 55.2% 3.6% 30.4% 10.8%
2002 54.5% 3.8% 30.9% 10.8%
2003 50.1% 4.2% 32.1% 10.6%
2004 50.1% 3.7% 33.6% 9.9%
2005 49.7% 3.6% 33.7% 10.2%
2006 52.7% 3.9% 29.6% 9.7%
2007 50.4% 3.8% 33.0% 9.1%
2008 48.4% 3.7% 35.5% 9.0%
2009 50.7% 3.9% 32.3% 9.3%

Data source: China Statistical Yearbook 2010
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Table 6.7 Value-added of the Tertiary Industry, at current price

100 million yuan

year Tertiary Transport Wholesale Hotels and Financial Real Others
Industry Storage and Retail Trades Catering Services Intermediation Estate

and Post
1978 872.5 182 242.3 44.6 68.2 79.9 255.6
1979 878.9 193.7 200.9 44 66.9 86.3 287.1
1980 982 2134 193.8 47.4 75 96.4 356
1981 1076.6 220.7 2311 54.1 79.8 99.9 390.9
1982 1163 246.9 171.4 62.3 114.8 110.8 456.8
1983 1338.1 274.9 198.7 72.5 149 121.8 521.2
1984 1786.3 3385 363.5 96.8 203.9 162.3 621.2
1985 2585 421.7 8024 138.3 259.9 215.2 747.5
1986 2993.8 498.8 852.6 163.2 356.4 298.1 824.6
1987 3574 568.3 1059.6 187.1 450 382.6 926.3
1988 4590.3 685.7 1483.4 241.4 585.4 473.8 1120.6
1989 5448.4 812.7 1536.2 2774 964.3 566.2 1291.6
1990 5888.4 1167 1268.9 301.9 1017.5 662.2 1470.9
1991 7337.1 1420.3 1834.6 442.3 1056.3 763.7 1819.9
1992 9357.4 1689 2405 584.6 1306.2 1101.3 2271.3
1993 11915.7 2174 2816.6 7121 1669.7 1379.6 3163.7
1994 16179.8 2787.9 37734 1008.5 2234.8 1909.3 4465.8
1995 19978.5 3244.3 4778.6 1200.1 2798.5 2354 5602.9
1996 23326.2 3782.2 5599.7 1336.8 32117 2617.6 6778.3
1997 26988.1 4148.6 6327.4 1561.3 3606.8 2921.1 8423
1998 30580.5 4660.9 6913.2 1786.9 3697.7 34345 10087.3
1999 338734 5175.2 7491.1 1941.2 3816.5 3681.8 11767.7
2000 38714 6161 8158.6 2146.3 4086.7 4149.1 14012.4
2001 44361.6 6870.3 91194 2400.1 4353.5 4715.1 16903.3
2002 49898.9 7492.9 9995.4 2724.8 4612.8 5346.4 19726.7
2003 56004.7 7913.2 11169.5 3126.1 4989.4 6172.7 22633.9
2004 64561.3 9304.4 12453.8 3664.8 5393 7174.1 26571.2
2005 74919.3 10666.2 13966.2 4195.7 6086.8 8516.4 31488
2006 88554.9 12183 16530.7 4792.6 8099.1 10370.5 36579.1
2007 111351.9 14601 20937.8 5548.1 12337.5 13809.7 44117.7
2008 131340 16362.5 26182.3 6616.1 14863.3 14738.7 52577.1
2009 147642.1 17057.7 28984.5 7118.2 17727.6 18654.7 58099.5

Data source: China Statistical Yearbook 2010
Table 6.8 Poverty Line, Scale and Incidence
year poverty standard poverty standard poor Poverty
(current price,yuan)®>  (at 2005 constant price, population(1000 incidence(%)
Yuan) population)

2000 865 924.8 9422 10.2

2001 872 925.9 9030 9.8

2002 869 930.1 8645 9.2

2003 882 9329 8517 9.1

2004 924 940.6 7587 8.1

2005 944 944.0 6432 6.8

2006 958 943.8 5698 6

2007 1067 1003.0 4320 4.6

2008 1196 1061.7 4007 4.2

Poverty monitoring report of rural China, 2010.

2 According to the new national poverty policy, the original low income line as the new poverty line, so, to
comparison, we adjust all the poverty line and poverty population according low income line of each year.
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Table 6.9 Population Life Expectancy by Region

Region Life male Female Life male Female
Expectancy Expectancy
in 1990 in 2000
National Total 68.55 66.84 70.47 714 69.63 73.33
Beijing 72.86 71.07 74.93 76.1 74.33 78.01
Tianjin 72.32 71.03 73.73 7491 73.31 76.63
Hebei 70.35 68.47 72.53 72.54 70.68 74.57
Shanxi 68.97 67.33 70.93 71.65 69.96 73.57
Inner Mongolia 65.68 64.47 67.22 69.87 68.29 71.79
Liaoning 70.22 68.72 71.94 73.34 7151 75.36
Jilin 67.95 66.65 69.49 73.1 71.38 75.04
Heilongjiang 66.97 65.5 68.73 72.37 70.39 74.66
Shanghai 74.9 72.77 77.02 78.14 76.22 80.04
Jiangsu 71.37 69.26 73.57 73.91 71.69 76.23
Zhejiang 71.78 69.66 74.24 74.7 725 77.21
Anhui 69.48 67.75 71.36 71.85 70.18 73.59
Fujian 68.57 66.49 70.93 72.55 70.3 75.07
Jiangxi 66.11 64.87 67.49 68.95 68.37 69.32
Shandong 70.57 68.64 72.67 73.92 71.7 76.26
Henan 70.15 67.96 72.55 71.54 69.67 73.41
Hubei 67.25 65.51 69.23 71.08 69.31 73.02
Hunan 66.93 65.41 68.7 70.66 69.05 72.47
Guangdong 72.52 69.71 75.43 73.27 70.79 75.93
Guangxi 68.72 67.17 70.34 71.29 69.07 73.75
Hainan 70.01 66.93 73.28 72.92 70.66 75.26
Chongging 71.73 69.84 73.89
Sichuan 66.33 65.06 67.7 71.2 69.25 73.39
Guizhou 64.29 63.04 65.63 65.96 64.54 67.57
Yunnan 63.49 62.08 64.98 65.49 64.24 66.89
Tibet 59.64 57.64 61.57 64.37 62.52 66.15
Shaanxi 67.4 66.23 68.79 70.07 68.92 713
Gansu 67.24 66.35 68.25 67.47 66.77 68.26
Qinghai 60.57 59.29 61.96 66.03 64.55 67.7
Ningxia 66.94 65.95 68.05 70.17 68.71 71.84
Xinjiang 62.59 61.95 63.26 67.41 65.98 69.14

Data source: China Statistical Yearbook 2010
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Table 6.10 Per Capita Annual Income and Engel's Coefficient of Urban and Rural Households

Per Capita Annual Disposable  Per Capita Annual Net Income Engel's Engel's
Income of Urban Households of Rural Households Coefficient of Coefficient of
Urban Rural
Households (%) Households (%)
current price,  at 2005 current price,  at 2005
yuan constant yuan constant
price, yuan price, yuan
1978 343.4 1593.4 133.6 619.9 57.5 67.7
1980 477.6 2023.8 191.3 810.6 56.9 61.8
1985 739.1 2615.9 397.6 1407.2 53.3 57.8
1990 1510.2 3238.1 686.3 14715 54.2 58.8
1991 1700.6 3525.8 708.6 1469.1 53.8 57.6
1992 2026.6 3949.4 784 1527.8 53 57.6
1993 2577.4 4379.0 921.6 1565.8 50.3 58.1
1994 3496.2 4785.4 1221 1671.2 50 58.9
1995 4283 5007.1 1577.7 1844.4 50.1 58.6
1996 4838.9 5222.7 1926.1 2078.9 48.8 56.3
1997 5160.3 5418.4 2090.1 2194.6 46.6 55.1
1998 5425.1 5741.9 2162 2288.2 44.7 53.4
1999 5854.02 6284.7 2210.3 23729 42.1 52.6
2000 6280 6714.1 2253.4 2409.2 39.4 49.1
2001 6859.6 72834 2366.4 2512.6 38.2 477
2002 7702.8 8244.8 2475.6 2649.8 37.7 46.2
2003 8472.2 8960.8 2622.2 27734 37.1 45.6
2004 9421.6 9591.1 2936.4 2989.2 37.7 47.2
2005 10493 10493.0 3254.9 3254.9 36.7 455
2006 11759.5 11584.7 3587 3533.7 35.8 43
2007 13785.8 12959.1 41404 3892.1 36.3 43.1
2008 15780.76 14008.6 4760.6 4226.0 37.9 43.7
2009 17174.65 15354.6 5153.2 4607.1 36.5 41.0

Data source: China Statistical Yearbook 2010
Data in this table are calculated at constant prices.
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Table 6.11 Per Capita Annual Net Income of Rural Households (yuan)

Item 1990 1995 2000 2005 2008 2009
Net Income 686.31 1577.74 2253.42 3254.93 4760.62 5153.17
By Source

Wages Income 138.8 353.7 702.3 1174.53 1853.73 2061.25

Net Income from 518.55 1125.79 1427.27 1844.53 2435.56 2526.78

Household Operations

-Farming 344.59 799.44 833.93 1097.71 1426.96 1497.93

-Forestry 7.53 13.52 22.44 45.77 66.18 69.63

-Animal Husbandry 96.81 127.81 207.35 283.6 397.52 360.36

-Fishery 7.11 15.69 26.95 42.52 55.19 60.25

-Industry 9.15 13.63 52.67 61.13 81.59 86.986

-Construction 12.18 34.53 46.73 47.12 67.41 775

-Transport, Postal and 13.45 27.76 63.63 84.19 103.82 111.55

Telecommunication

Services

-Wholesale and Retail 12.69 34.26 78.54 108.55 142.09 161.5655

Trades and Catering

Services

-Social Services 6.55 17.18 28.09 32.61 41.88 45.88

-Culture, Education and 6.86 10.13 16.89 18.95

Health Care

-Others 8.49 41.97 60.08 31.19 36.04 36.18

Property Income 40.98 45.04 88.45 148.08 167.2

Transfer Income 28.96 57.27 78.81 147.42 323.24 397.95

Data source: China Statistical Yearbook 2010

Table 6.12 Figure income source for Rural Households in different Regions, yuan (2009)

Item Eastern Central Western Northeastern
Region Region Region Region

Per Capita Annual Net Income 7155.53 4792.75 3816.47 5456.59
Wages and Salaries 3543.1  1902.44  1233.75 1354.71
Household Operations 2817.18  2519.46 2121.1 3262.31
Properties 305.85 90.62 90.36 2443
Transfers 489.4 280.23 371.26 595.27
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Table 6.13 Per Capita Annual Living Expenditure of Urban Households by Income Percentile in 2009, yuan

Average Lowest #Poor Low Income Lower Middle Income Middle Income Upper High Highest Income
Income Households Households Households (20%) Households Middle Income Households
Households (5%) (10%) (20%) Income Households (10%)
(10%) Households (10%)
(20%)

Total Consumption Expenditures 12264.6 4900.6 4256.8 6743.1 8738.8 11309.7 14964.4 19263.9 29004.4
Food 36.5 46.8 48.0 44.6 41.7 39.0 35.9 33.0 28.0
Clothing 105 9.4 8.8 10.1 11.0 11.2 10.7 10.3 9.6
Residence 10.0 11.8 12.1 10.9 10.1 10.0 10.0 9.2 9.9
Household Facilities, Articles and 6.4 4.6 41 5.4 6.0 6.2 6.5 6.9 7.3
Services
Health Care and Medical Services 7.0 7.4 8.1 75 7.2 7.4 7.2 6.9 6.0
Transport and Communications 13.7 8.1 7.3 8.6 9.9 114 13.7 16.5 20.2
Education, Cultural and Recreation 12.0 9.3 9.2 9.9 10.9 114 12.1 12.8 14.2
Services
Miscellaneous Goods and Services 39 2.6 25 2.9 33 35 4.0 44 4.8
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Table 6.14 Per Capita Annual Living Expenditure of rural n Households by Income Percentile in 2009 , yuan

Low Income Lov:/r(]agol\r/nllgdle Middle Income Up;:s(r:ol\{lr:;idle High Income

Households Households Households Households Households
Consumption Expenditure 2354.92 2870.95 3546.04 4591.81 7485.71
Food 1106.77 1317.21 1549.73 1861.7 2601.79
Clothing 135.43 164.29 209.5 268.68 436.5
Residence 430.48 534.42 655.38 894.63 1731.07
Household Facilities, Articles and Services 117.96 141.88 178.46 247.96 384.65
Transport and Communications 190.31 240.36 327.66 469.44 910.75
Educ_atlon, Cultural and Recreation and 156.03 21047 296.09 216.04 72231
Services
Health Care and Medical Services 176.5 209.89 256.27 333.69 521.12
Miscellaneous Goods and Services 41.44 52.43 72.95 99.68 177.53
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